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CAPITAL AND REVENUE PROFITS AND’ LOSSES 


R. R. THompson 


stitute of Chartered Accountants 

of England and Wales took advice 
from Messrs. Wilfrid Greene, K.C., and 
Cecil W. Turner, of Lincoln’s Inn, Lon- 
don, as to whether it could properly and 
usefully issue a general pronouncement for 
the guidance of its members on questions 
and matters which arose in the recent case 
of the Royal Mail Steam Packet Company. 
These gentlemen came to the conclusion 
that no such pronouncement was feasible, 
and wrote six paragraphs to that effect, 
carefully giving definite expression of opin- 
ion about almost nothing at all. However, 
their seventh pargraph ran as follows: 


I ast November, the Council of the In- 


We have been asked whether the duties and 
responsibilities of an Auditor extend to the 
Profit and Loss Account, though it is not 
specifically reported upon to the Members of 
a Company. In our opinion, having regard to 
the fact that the Balance Sheet contains as 
one of its items the balance brought in from 
the Profit and Loss Account, they cannot dis- 
sociate themselves from all responsibility for 
the correctness of that account and there may 
be cases in which it would be incumbent upon 
them to draw the attention of the shareholders 
to any feature of that account which in their 
view involved anything of an improper or 
misleading character. 


Considering their standing and their 
previous caution, this pronouncement must 
be considered as one that is correct be- 
yond question. That being so, it will prob- 
ably do none of us any harm if we consider 
once more the foundations of our belief re- 
garding capital and revenue profits and 


losses, and when and how profits are prop- 
erly available for distribution among the 
owners of a concern. 

Now a profit is an increase in value. It 
may result through the sale of an asset, in 
which case the asset is replaced by cash, or 
an obligation to pay cash, of a greater 
value. From the proceeds of the sale, we 
deduct the value of the asset to the con- 
cern. The difference between the two is the 
“Gross Profit.”” When we also deduct there- 
from all expenses and losses, direct and in- 
direct, in connection with the sale, we have 
the “Net Profit.” This, being represented 
by cash or an obligation to pay cash, is a 
realized profit. Some go so far as to say 
that a profit has not been realized until 
the debt has been collected, and the money 
lodged in the bank. The extra money due 
to the profit made is then available for dis- 
tribution among the owners, as those, who 
are managing the business, see fit in the 
best interest of the business. 

A profit may also arise through an in- 
crease in the value of an asset itself, when 
viewed from a certain standpoint. The as- 
set is not sold, but is simply regarded as 
being more valuable. In this case it is an 
unrealized profit, not being represented by 
cash in any way. There is one asset which 
obviously must be excepted from this rule, 
and that is cash itself. If a concern has 
cash abroad, a change in a rate of ex- 
change can make a very real and imme- 
diate profit or loss. That, however, is a 
matter which requires to itself a special 
article, dealing with “Foreign Branch Ac- 
counts.” The case of other assets changing 
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in value without being sold is very different 
from that of cash abroad, because the 
change is wholly dependent on the view- 
point taken, and usually varies with each 
one. For the present, I am not dealing with 
special cases, where an actual physical 
change does take place, such as the in- 
crease in value of wine due to ageing, or 
lumber due to seasoning; but am consider- 
ing cases, such as where there are incre- 
ments to land values, investments, and so 
on. In these cases the change in value re- 
sults from no physical change in the asset 
itself, which remains exactly as before, but 
is entirely due to something which exists 
in someone’s imagination, that is to say a 
particular viewpoint. 

There are at least seven of these view- 
points, all of which may be invoked at the 
same time, and each of which will produce 
a different figure. These are: 


(a) Cost to present owners, less ade- 
quate depreciation. 

(b) Capitalized value of profit-earning 
capacity. 

(c) Current market value. 

(d) Value to a special purchaser, who 
needs the asset. | 

(e) Replacement value. 

(f) Intrinsic value of materials. 

(g) Scrap value, or intrinsic value of 
materials less cost of dissolution. 


After all, an asset should appear in the 
books of a going concern at its value to 
that concern. It is a reasonable assump- 
tion that, as a rule, a concern will pay 
for an asset its value to itself, and accord- 
ingly we accountants bring assets on to 
books for the first time at cost. At the end 
of each year, during which a concern holds 
an asset, it is a year nearer the time that 
it will have to replace it, and accordingly 
adequate depreciation should be written off, 
although in the case of some assets, such 
as land, this will usually be the fraction 

«OF (But it is well to note 
that land can depreciate. Agricultural 
land, which is being over-cropped, and 
land, which is being gradually covered by 
an incursion of drifting sand, is depre- 
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ciating without question.) Accordingly, it 
appears to the writer that, so far as fixed 
or capital assets are concerned, the old es- 
tablished rule is the best; and that they 
should appear on the books at “Cost less 
Adequate Depreciation,” or, in other 
words, as capital expenditure which has not 
yet been written off. A balance sheet can- 
not show too much, and a figure can only 
mean one amount; and what is set out in 
this statement should be clear, and in har- 
mony. To attempt to introduce any one 
of the valuations listed above from (b) to 
(gz) inclusive would call for continual 
changes, because in the last analysis they 
are dependent on market prices, which are 
continually changing; and, accordingly, 
use of these valuations would result in a 
confusion of ideas. To attempt to show 
all, or even some, of the valuations would 
produce a mass of figures which few could 
understand, and which would certainly 
mislead. As a rule it is best to show valua- 
tions other than cost as memoranda on the 
balance sheet. 

At the same time, there are exceptional 
cases, such as in the case of a land-site 
donated by a municipality, when assets 
have to be brought on to the books for the 
first time, and current market value has to 
be used, but these will be dealt with later. 
In Stapley v. Read Bros. Ltd. (1924—40 
T.L.R. 442), Judge Russell held it legiti- 
mate to write back on to the books of a 
company, at a conservative value, an asset, 
Goodwill, which had been previously writ- 
ten off entirely against profits earned in 
the past. Goodwill originally stood at 
£51,000 and was brought back at £40,000. 
The reserve so created, having been made 
indirectly out of previous revenue profits, 
was used for writing off subsequent revenue 
losses. There are also cases in which a con- 
cern feels it desirable to take into account 
“unearned increment,” and accordingly to 
bring on to its book at the current market- 
price, or at an appraised valuation, an as- 
set, such as land-site, which it purchased 
many years previously at a low figure. It 
may have special reasons, such as the pos- 
sibility of a sale in the near future, for 
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thinking it desirable to do this, rather 
than to show the current market price or 
appraisal as a memorandum on the balance 
sheet. On the other hand, however, it must 
be remembered that the asset, itself, is un- 
changed, and that there has been no in- 
crease in cash or its equivalent. Any profit 
brought in as a result of the writing-up of 
the asset is represented on the assets side 
by a book-entry only, which is simply the 
result of a change in ideas regarding the 
valuation of the asset, and it must be re- 
membered that the new ideas will certainly 
change and might shortly point out a loss. 
From this, the writer thinks that it is ob- 
viously wrong to impoverish cash assets by 
a distribution of dividends paid on the 
strength only of a change in ideas regard- 
ing the value of other assets. Such profits 
are not represented by cash or its equiva- 
lent. They are only represented by ideas, 
which may change at any moment. The 
writer is of opinion that such profits, if 
brought on to the books at all, should be 
credited to some reserve account, which will 
be there to meet any loss that may arise 
ina similar manner. To use them as justi- 
fication for a cash dividend is clearly 
wrong, and to use them for a stock divi- 
dend will only have the effect of increasing 
the amount on which dividends must be 
paid, whilst in fact each shareholder’s in- 
terest will remain actually the same as be- 
fore. 

Professor H. R. Hatfield writes as fol- 
lows regarding this matter in his book, 
Accounting : 


It is a common assumption that profits exist 
only when the increment in wealth is realized. 
In this opinion there is rather unusual agree- 
ment of many accountants, jurists, and econo- 
mists, 

Thus Sir Arthur Lowes Dickinson says, “In 
the widest possible view profits may be stated 
as the realized increment in value”; Charles 
E. Hughes argued, “It is the essence of in- 
come that it be realized. . . . Income neces- 
sarily implies separation and realization 
(Eisner v. Macomber, 252 U.S. 195)’; and 
Irving Fisher emphasizes this point of view 
throughout his Capital and Income. 
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We accountants know only too well the 
necessity for always keeping clearly be- 
fore us the distinction between realized end 
unrealized profits. A distribution of protits 
should only be made out of and by means 
of the asset or group of assets (usually 
the current), which have been increased by 
those profits. 

Profits and Losses are also divided into 
those of Revenue, and those of Capital. 
Broadly speaking, revenue profits and 
losses arise out of the regular operations 
of the concern, which will be buying, man- 
ufacturing, and selling its products, or 
simply buying and selling merchandise of 
some kind. Capital profits and losses arise 
out of a transaction in a capital asset or 
liability, and accordingly one outside of 
the regular operations of the company. 
Here, again, it is necessary so to order 
our records that a clear distinction is kept 
between the two. This necessity will be seen 
from the following general rules regarding 
the “Divisible Profits of an Incorporated 
Company,” formulated by Messrs. E. E. 
Spicer and E. C. Pegler, in their book 
Practical Auditing: 


Subject therefore to the qualifications above 
mentioned (the special circumstances of each 
particular case) and to the Memorandum and 
Articles of the Company concerned, the Di- 
visible Profits of a Company may be said to 
be: 

1. The excess of current Income over cur- 
rent Expenditure after making good depre- 
ciation on floating assets and retaining suffi- 
cient funds to pay liabilities, but without 
necessarily in all cases taking into account 
depreciation on fixed assets. 

2. Capital Profits may be divisible if they 
are realised and a surplus remains after mak- 
ing good any Capital losses, and if it is with- 
in the powers of the Company to distribute 
such Capital Profits. 

8. Revenue losses must be made good be- 
fore Profits can be distributed, and Capital 
losses must be made good before Capital 
Profits can be distributed; but Capital losses 
need not necessarily be made good before 
Revenue Profits are distributed. 

It is not, however, necessarily illegal for 
dividends to be paid out of current profits 
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without making good existing deficiencies in 
paid-up capital, or without writing off a debit 
on the company’s Profit and Loss Account 
occasioned by loss in previous years. 


It must be remembered that the above 
quotation is from an English book, and is 
made in full in order to indicate the neces- 
sity for distinct and clear records of the 
different kinds of profits and losses. A Ca- 
nadian court might be much more strict 
about the maintenance of capital than is 
indicated in the last two sentences as neces- 
sary. At the same time circumstances may 
arise in which Revenue Profits may be dis- 
tributed whilst Capital Profits may not. 

At this point it will probably be wise to 
define more fully what we understand by 
Capital and Revenue Profits and Losses. 

The writer believes that the following 
definitions combine and codrdinate the 
opinions of the most conservative authori- 
ties. 

The Net Revenue Profit of a business for 
a period is the surplus remaining from 
the earnings after providing for all known, 
paid and accrued, and probable costs, ex- 
penses, and wastages, resulting from the 
regular operations of the business during 
that period. 

The above definition will do for Net 
Revenue Loss if the word “deficiency” is 
substituted for “surplus.” 

Capital Profits and Losses arise out of: 

(a) the acquisition, loss, or sale of 
some fixed or capital asset, 

(b) a transaction affecting some capi- 
tal liability, or 

(c) a gift or payment of funds for cap- 
ital purposes. 

The profit or loss is the balance remain- 
ing after the net depreciated book value of 
the asset sold, and all other costs and ex- 
penses, direct and indirect, connected with 
sale, have been subtracted from the pro- 
ceeds. 

In ascertaining Gross Profits for Reve- 
nue purposes, it must be remembered that 
stock-in-trade or inventories of merchan- 
dise, using the terms in their widest sense 
to include such items as land-sites, build- 
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ings, and investments, have to be valued 
at cost or current purchase market-price, 
whichever is the lower. Cost includes al] 
costs of manufacture and acquisition, up 
to the time the goods or merchandise are 
at the door of the warehouse for finished 
goods, or other store-house, if one be 
needed. From that point onwards, expenses 
handling the goods are a current operating 
charge. In ascertaining Net Revenue 
Profits it must be remembered that Revenue 
Expenditure includes all that is incurred 
for the purpose of, (1) carrying on the 
business, such as office salaries, rent, con- 
sumption of office supplies, and deprecia- 
tion of fixed assets, and (2) maintaining 
the Fixed Assets in a state of working eff- 
ciency, such as renewals of machinery, and 
repairs to buildings. 

If these rules are observed strictly, and 
items are carefully credited and debited to 
their own periods, the true Net Revenue 
Profit or Loss for a period will be ascer- 
tained. The principal trouble lies in es- 
timating for probable losses, and especially 
those due to that factor, known generally 
as “Depreciation.” In connection with this, 
Sir Arthur Lowes Dickinson, an authority 
recognized on both sides of the Atlantic, 
and both north and south of “the line,” 
writes as follows: “The tendency of the 
courts now appears to be that provision 
must be made for any assets lost or wasted 
in the process of earning profits whether 
they are fixed or circulating.” 

The remarks of Judge Cozens-Hardy, 
Master of the Rolls in the Court of Ap 
peals when upholding the judgment of a 
lower court in the case Re Crabtree, 
Thomas v. Crabtree (1912, 106 L.T. 49) 
are worthy of quotation, because that de 
cision apparently set aside the earlier and 
much criticized decision of Wilmer v. Mc 
Namara & Co. Ltd. (1895, 2 ch. 245), im 
which it was held that a company co 
declare a dividend out of current profits, 
without making good depreciation on fixed 


assets. The Crabtree case was one of 8} 


partnership, but that does not affect the 
principle involved. 
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In the course of his judgment Judge 
Cozens-Hardy, M.R., said: 


But in the ordinary course of ascertaining 
the profits of a business where there is power 
machinery and trade machinery which is 
necessary in order to perform the work of the 
business, it is, in my opinion, essential that, 
in addition to all sums actually expended in 
repairing the machinery, or in renewing parts, 
that there should be also written off a proper 
sum for depreciation, and that sum ought to 
be written off before you can arrive at the 
net profits of the business, or at the profits 
of the business, and it is not profit until a 
proper sum, varying with the class of ma- 
chinery, with the nature of the business, and 
the life of the machinery, has been written off 
for depreciation. 


A company must safeguard its assets, 
current and fixed, so that it can meet its 
liabilities as they become due, and carry 
out the objects for which it was brought 
into existence. These assets, current and 
fixed, will contain the investment of its own 
capital, and also money of its creditors. 
If a company calls up capital, the first 
presumption is that it needs it to carry 
out the objects for which it was formed, 
and this presumption must stand until it 
is disproved because of exceptional cir- 
cumstances. Now, in the case of most com- 
panies formed, indefinite life is usually en- 
visaged: they are formed for the purpose 
of carrying out certain objects for an un- 
stated period: their life is not limited to 
the working out of a wasting asset as in 
our mining companies, and as in the case 
of the company concerned in Lee v. Neu- 
chatel Asphalt Co. Ltd., (1889, 41 ch. 1). 
Where the life of the company is indefinite 
this entails the maintenance of the Current 
Capital (current assets minus current lia- 
bilities) by making good expenditure and 
losses therefrom, and providing adequately 
for depletion of wasting assets and depre- 
ciation of fixed assets. Taking each finan- 
cial period by itself, there has never been 
any question that expenditure or loss of 
current capital made in that period must 
be made good before the net revenue profit 
for that period can be ascertained. 
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In regard to wasting assets we have the 
decision in Bond v. Barrow Haematite 
Steel Co. Ltd. (1902, 1 ch. 858) to guide 
us. In this case the company was formed 
to manufacture steel, and to obtain ore 
for that purpose purchased the leases of 
certain mines, and erected plant and work- 
men’s cottages for the working of the 
mines. The mines were flooded, and became 
quite unworkable, so that after realizing 
what it could on the plant and cottages, 
the company sustained a loss of £200,000. 
Judge Farwell held that the deposits of 
ore in the mine were just as much stocks of 
raw material as were quantities of ore pur- 
chased from mining companies, that the 
plant and cottages were necessary acces- 
sories for the working of those stocks of 
raw material, and accordingly that the 
money invested in those items was prop- 
erly regarded “in a company of this na- 
ture... as circulating capital.” Expendi- 
ture or loss of wasting assets is therefore 
expenditure or loss of current capital, and 
the whole of this loss was ruled to be a 
revenue charge. With regard to deprecia- 
tion of fixed assets we have the Crabtree 
judgment to guide us, and indeed bearing 
in mind that: (a) a manufacturing com- 
pany acquires fixed assets such as machin- 
ery and buildings in order to carry out its 
operations, and in fact that it cannot oper- 
ate without them; and (b) that such fixed 
assets are certain to depreciate through 
wear and tear because they are used in 
the operations, in addition to the loss of 
value to the company caused by obsoles- 
cence during the time it must hold them; 
it is difficult to understand how anyone 
can regard this depreciation as any thing 
else but an expense, which must be incurred 
so long as operations are carried on, and 
which is therefore an operating expense. 

The case of Lee v. Neuchatel is some- 
times misquoted in connection with a 
charge for depreciation or depletion. Dur- 
ing the argument in the Crabtree case 
Judge Buckley, one of the bench, said: 


The only authorities referred to were those 
of companies formed to work a wasting prop- 
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erty, and in such a case all profit arising from 
the wasting property is divisible without any 
deduction from the depreciation in value of 
the wasting property. That is because the ob- 
ject of the company was to acquire a wasting 
property and to divide all the profits. That is 
not so here. The profits of this business are 
not ascertained until a sufficient sum has been 
deducted to meet the depreciation of the ma- 
chinery. 


The most salient facts about the Lee v. 
Neuchatel Asphalte Co. case were that this 
company, like Canadian mining companies, 
was formed to work a wasting asset, and 
one of its Articles had the following pro- 
vision : 

“The directors shall not be bound to 
reserve moneys for the renewal or replacing 
of any lease or of the Company’s interest 
in any property or concession.” 

In other words, when that wasting asset 
was worked out the company was to go 
into liquidation. Judge Lindley in the 
course of giving his decision said: “The 
respondent Company was formed for the 
purpose of working certain asphalte mines 
of which it had got a lease. It was quite 
obvious that with respect to such a prop- 
erty, every ton of stuff got out of that 
which was bought with capital represented 
a portion of capital.” 

Accordingly, each dividend included not 
only revenue profit, but a small return of 
capital. If the company had retained suf- 
ficient capital for the settlement of its 
debts and the carrying of its operations 
to a successful conclusion, and no longer 
required the capital recovered from the 
ground, there seemed to be no reason why 
it should retain it, simply so that it could 
return its capital intact to the shareholders 
on liquidation. Having no use for such re- 
covered capital it would have to re-invest 
it, and there seemed to be no reason why 
in such a case it should not be returned to 
the shareholders as soon as possible. After 
all it was their money; but, they must un- 
derstand that each dividend contained a 
return of a portion of their capital, as well 
as of revenue profits. Such was the decision 
in this case. Judge Lindley said, “But if 
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a Company is formed to acquire or work 
property of a wasting nature, e.g. a mine, 
quarry, or patent, the capital expended in 
acquiring the property may be regarded 
as sunk and gone, and if the Company 
retains assets sufficient to pay its debts, 
any excess of money obtained by working 
the property over the cost of working it 
may be divided amongst the shareholders,” 

However, this only applies to companies 
formed to work specific wasting assets and 
those alone; and it must be remembered 
that even in these cases a certain amount 
of depreciation on plant and machinery 
must be provided for, as the directors are 
in duty bound to manage the affairs of 
such companies so that they can carry out 
the objects for which they were brought 
into existence. 

The necessity for recognizing obso- 
lescence as a cause of depreciation, and de- 
preciation as an operating expense, has 
been brought out in the discussion which 
has resulted from the decision in the case 
of Cox v. Edinburgh and District Tram- 
ways Co. (1898). This company was 
formed for the purpose of running tram- 
ways in Edinburgh and District. In con- 
verting its system from horse to mechani- 
cal traction the company made a heavy 
loss in selling off the horses and old tram- 
cars. The court held that this loss did not 
need to be made good before the payment 
of a dividend, on the ground that it might 
be assumed that the additional expendi- 
ture enhanced the value of the undertaking 
as a whole. 

It is submitted that the original capital 
expenditure on the horses and tramcars 
was made with the intention of providing 
a horse-traction system, and had nothing 
to do with mechanical traction, which was 
hardly thought of at the time; and that 
accordingly, upon those grounds, it cannot 
be linked up with the mechanical system. 
It is further submitted that if the directors 
of the company had had the benefit of the 


dictums of Judge Cozens-Hardy in the 


Crabtree case, and if they could have seen 
how soon horse-traction was to become ob- 
solete for their system, and if accounting 
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principles had been as well thought out 
then as they are today, they would have 
charged such depreciation in their operat- 
ing expenses as would have reduced the 
horses and old tramcars to their actual 
serap value when they had to be discarded. 
From these, it is further submitted that the 
loss on the realization of these horses and 
old tramcars was really depreciation, 
which had been short-charged or not 
wholly provided for in previous periods.” 
Such capital expenditure had been incurred 
in running the old horse-traction system, 
and was quite distinct from the cost of 
purchase and installation of the new assets. 
The Capital Expenditure on the new assets 
commenced with their purchase and instal- 
lation. Cost of installation could include 
the cost of clearing away the old lines, but 
itis very far removed from a shortage in 
the sales-proceeds of the horses and old 
tramcars of the previous system. Mr. 
Roger N. Carter, M.Com., F.C.A., when 
discussing this case in his Advanced Ac- 
counts, writes as follows: 


Take the case of a manufacturer who sud- 
denly finds it necessary to “scrap” his plant 
and machinery, and replace it with newer 
and better inventions. A considerable loss is 
incurred on the sale of the obsolete plant. Is 
this part of the cost of the new equipment? 
Undoubtedly not. 


How can it be argued that this heavy 
loss is part of the cost of the new ma- 
chines, when it was due to insufficient pro- 
vision for depreciation by obsolescence in 
previous periods? The purchase price and 
installation costs of the new machines 
would be the same, whether the old ma- 
chines had been fully depreciated or not; 
and the purchase price and installation 
costs are the measure of the value of the 
usefulness of the new machines to the con- 
cern. Certainly, the fact, that in the past 
the management took no proper account of 
the possibility of heavy depreciation 


*There may have been some small provision for 
depreciation, but that there was any at all is not 
dear from the available reports of the case. How- 
ever, it is quite clear that, even if such were the 
case, the provision was totally inadequate. 
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through obsolescence, does not increase the 
usefulness of the new machines. A _ loss 
which could have been foreseen, should be 
made good out of Revenue without any 
delay. A loss which could not have been 
foreseen, and can be regarded as a Cap- 
ital Loss, may be written off to Revenue 
over a period of years; but that is a very 
different thing to treating a very definite 
loss as an increase to the value of an asset. 
An argument in favour of spreading this 
loss over a period of years was the fact that 
this company was operating under a fran- 
chise, which would have allowed it to con- 
tinue operations with the old equipment 
and make profits therefrom for several 
years to come. However, the directors of 
the Edinburgh and District Tramways Co. 
cannot be blamed for not taking advantage 
of thought and advice which came years 
later, but that does not alter the fact that 
they failed to make proper provision for 
depreciation caused by obsolescence, and 
that in view of the guidance available to us 
now, there could be little excuse for mak- 
ing such a mistake today. 

It is reasonable to expect that a distri- 
bution of profits shall only be made out of 
the assets which represent those profits. 
There will be very few exceptions to the 
rule that Revenue Profits are Realized 
Profits. At the same time it is possible to 
have a concern, part of the revenue of 
which is in kind, and which could distribute 
a dividend in kind. An Investment Com- 
pany might receive a stock dividend, and 
find it convenient to distribute it among its 
own shareholders. This is practically a dis- 
tribution in kind. However, cases such as 
these will be very exceptional, and Revenue 
Profits will almost invariably be Realized 
Profits. 

The cash realized may have been used 
for Capital Expenditure made in view of 
an increase to the capitalization of the 
concern, so that it will not be available for 
dividend until the capitalization has been 
increased by an issue of shares or bonds, 
or by a long-term loan, and the cash re- 
placed. Revenue Profits should be kept in 
a separate account of their own, which may 
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be headed Revenue Surplus or Revenue Ap- 
propriation, and will show their disposal. 
As a rule, it is always wise to leave some 
Revenue Surplus in reserve for the purpose 
of paying dividends during lean periods; 
and many concerns have strengthened and 
developed their position considerably by 
permanently reserving Revenue Surplus, 
and by capitalizing it through the pay- 
ment of stock dividends. 

The following are examples of how Cap- 
ital Profits realized and unrealized, may 
arise: 

A. Realized: 

1. Sale of a capital or fixed asset for 
more than the net depreciated book value, 
and the costs of the sale. 

2. Forfeiture of stock (the profit equals 
the amount paid up, but is not free until 
the shares are re-issued, because this may 
be done at less than par: the credit to 
“Forfeited Shares Surplus” should not be 
made until the shares are reissued, and until 
then the amount paid up by the ex-share- 
holders is really contributed capital belong- 
ing to the other shareholders). 

8. Redemption by a company of its own 
Bonds, or Preferred Shares (if allowed by 
the terms of the issue) at a figure less than 
their present value to the company itself. 

4. Premiums on Common or Preferred 
Shares. 

5. Pro-rata stock assessments agreed to 
by one or more classes of shareholders. 

6. Additional payments made by stock 
or bond-holders of one class for the privi- 
lege of changing their holdings into an- 
other class. 

B. Unrealized. 

7. Donation of a capital asset, such as 
a factory site by a municipality. 

8. Discovery of a hitherto unknown 
asset, such as a mineral deposit, (Am- 
monia Soda Co. v. Chamberlain (1918), 
L.J. 87, ch. 198). 

9. Purchase of the shares of a subsidiary 
company at a price less than their true 
value. 

10. Donation of a company’s own shares 
to trustees for them to dispose of these 
shares for the benefit of the company. 
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(When the shares are sold the adjusted 
profit becomes a realized profit). 

Capital losses usually arise out of a logs 
of assets by some event, which was out- 
side of the regular operations of the busi- 
Ness: €.g., 

11. Loss on the sale of a capital or fixed 
asset ; 

12. Loss of assets due to some convul- 
sion of nature, such as an earthquake. 

Of the above, it will be noted that nos. 
1, 7, 8, 9, 11, and 12 arise from a happen- 
ing to a capital asset, nos. 2, 3, and 10 
from a transaction in a capital liability, 
and nos. 4, 5, and 6 from a gift or pay- 
ment of funds for capital purposes, 

We must now consider the uses that can 
be made of Capital Profits, and again it 
will be noted how essential it is to keep 
clear records of Realized as distinct from 
Unrealized Profits. 

1. Capital Profits of any kind must first 
be used to make good Capital Losses. In 
the course of his judgment in Foster v. 
The New Trinidad Lake Asphalte Com- 
pany Ltd. (1901, 1 Ch. 208), Judge Byrne 
said: “The question of what is profit avail- 
able for dividend depends upon the result 
of the whole accounts fairly taken for the 
year, capital, as well as profit and loss, 
and although dividends may be paid out 
of earned profits, in proper cases, although 
there has been a depreciation of capital, I 
do not think that a realized accretion to 
the estimated value of one item of the capi- 
tal assets can be deemed to be profit di- 
visible amongst the Shareholders without 
reference to the result of the whole ac- 
counts fairly taken.” In other words, be- 
fore there can be any question of distribut- 
ing Capital Profits by way of dividends, 
there must be a revaluation of the whole 
of the assets, and, if no surplus remains 
after that revaluation, there can be no 
Capital Profits to distribute. 

2. If there are no losses of Capital to 
be disposed of, it must be decided whether 
the Capital Profits should not be reserved 
to strengthen the business. If they are um 
realized, they should invariably be used in 
this manner, and transferred at once to ac- 
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counts, so named that the content and gen- 
eral object of the reserve shall be unmis- 
takably set out. There must be no risk of 
an unrealized capital profit being trans- 
ferred back to Surplus and being used as 
the supposed justification for the payment 
of a cash dividend. 

8. If the above have been fully con- 
sidered and dealt with, if the Capital 
Profits are realized, and if there is noth- 
ing in the charter or by-laws of the com- 
pany to prohibit such a proceeding, (Lub- 
bock v. The British Bank of South Amer- 
ica, 1892, a Ch. 198) they may be used 
for the payment of a cash dividend. 

4. If all requirements in No. 3 have been 
complied with, but the Capital Profits are 
unrealized, they may under exceptional cir- 
cumstances be properly used for the pay- 
ment of a stock dividend, but must never 
under any circumstances be used as justi- 
fication for the payment of a cash dividend. 
To quote Judge Byrne in Foster v. The 
New Trinidad Asphalte Company, “an ap- 
preciation in total value of capital assets, 
if duly realzed . . . may in a proper case be 
treated as available for purposes of divi- 
dend.” A distribution of profits should 
only be made out of the assets, which repre- 


| sent those profits. 


An example of a case in which it might 
be proper to distribute an Unrealized Cap- 
ital Profit by means of a Stock Dividend 
would be where a valuable factory site has 
been gifted to a manufacturing company 
by @ municipality. The company intends 
to retain and use this site, in conjunction 
with the factory which is built on it, for 
the purpose of earning revenue. It is a 
capital asset, and could properly be 
brought on to the books at a fair valua- 
tion. The corresponding credit, in any 
case, must be regarded as an increase to 
the capitalization, and accordingly might 
well be transferred to Capital account by 
the payment of a stock dividend. Nothing 
is withdrawn from the assets of the com- 
pany, and the shareholders have evidence 


® of their increased equity. 


Intangible assets, such as Goodwill, 
should never be written on to the books of 
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a company, unless they have been paid for 
in cash, or are about to be realized for 
cash. If Goodwill, for example, were valued 
and written in, not in view of an immediate 
sale, but to show it as a permanent asset, 
the corresponding credit would be to an 
Unrealized Capital Profit Account, and 
this profit would vanish in a moment if the 
company’s power to earn extra profits 
were to vanish. It is better to keep such 
questionable and problematical estimates 
of profits out of the books entirely, un- 
less these assets are about to be sold, as 
such items usually result in wrong concep- 
tions as to the standing of the company. 
It will be noted that in Stapley v. Read 
Bros., (see above) it was a question of 
putting back into the books at a conserva- 
tive valuation, Goodwill, which had been 
written off or over-depreciated against 
Profits. 

Another item, which is occasionally 
wrongly introduced into accounts, is “In- 
terest on the Concern’s Own Capital In- 
vestment.” This is done on the plea that, 
if the money had been invested on loan 
outside the business, it would have pro- 
duced a return in the form of interest; 
that, because it was invested within the 
business, it did not produce this return; 
and that, therefore, this absence of inter- 
est is an expense, which must be charged 
into the business and made up to the busi- 
ness, both at the same time. How can a 
concern credit itself with interest, which 
it has charged to itself for the use of its 
own money? Certainly, for costing pur- 
poses, it is convenient to measure the 
amount of capital involved in different jobs 
and contracts and the time it is employed 
by means of an interest calculation; but 
that is a very different matter to treating 
an absence of a profit in the form of in- 
terest as if it were an expense, and at the 
same time taking credit for interest as a 
profit when in fact it has not been earned. 
Interest is something which accrues and is 
a profit: an expense or charge is some- 
thing paid out, used up, or lost. Absence 
of a profit is quite different from the pay- 
ment of an expense. The greatest trouble 
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comes in the valuation of the inventories. 
If this interest has been regarded as cost 
of manufacture or production, the valua- 
tion of the inventories will be increased ac- 
cordingly, and because of it the Net Reve- 
nue Profit available for dividend will be 
overstated by that amount. Some have 
pleaded that they should value inventories, 
in which capital has lain idle say for six 
months or more, at cost plus an interest 
charge on the capital invested in the in- 
ventories. In point of fact, the capital has 
merely lain idle, because the owners hoped, 
by a subsequent sale, to make more profit 
than they would have made by an earlier 
sale, plus any interest they could get on 
their money from outside parties, or plus 
any profit from succeeding merchandising 
transactions. They chose to lose interest 
from outside borrowers and profits from 
additional sales, in the hope of making a 
bigger profit by holding the goods until 
the market was more favorable. In reality, 
“Interest on a Concern’s Own Capital In- 
vestment” is simply an attempt to measure 
in advance a portion of the profit, which 
the concern hopes to make. To anticipate 
and distribute in advance profit which a 
concern hopes to make is to court disaster, 
and is illegal. 

It must be noted that the writer is not 
referring to ageing and seasoning costs, 
in which cases a gradual increase in value 
does in fact take place. 

Another questionable procedure is to at- 
tempt to recognize in the valuation of fixed 
assets in the accounts fluctuations in the 
general purchasing power of money due to 
changes in price-levels. Some have tried to 
show “profits” of a kind by this means. 
A concern has pointed out that a certain 
fixed asset, which cost it $10,000, say 
about ten years ago, would cost $18,000 
“today.” It has then written up the value 
of the asset by $8,000 and credited that 
sum to an account for capital surplus. In 
the case the writer has in mind he believes 
that it was regarded as an unrealized 
profit, and accordingly was credited as a 
reserve. Even so, however, and leaving aside 
questions of depreciation, in his opinion it 
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was wrong, because the purchasing valu 
of the capital contributed ten years agp 
had also changed, and if a change is showy 
in the book value of the fixed asset, jt 
should also be shown in the book value of 
the capital contributed and used for the 
purchase of that fixed asset. To do this 
would mean the writing up of capital in 
amounts, which would vary with the dates 
of the purchase of the assets in which the 
capital was invested. Again, these adjust- 
ments would need to be made periodically 
as the purchasing power of money changed, 
This would be practically impossible in 
an incorporated company with its capital 
fixed by charter, and would result in great 
confusion in a partnership. Further, the 
real significance of the figures would be 
lost, because, after all, the figures opposite 
a fixed asset represents expenditure on it, 
which has not yet been written off.’ I 
addition, it must be remembered that such 
adjustments, once commenced, would have 
to be continued whether the purchasing 
power of money rose or fell. In the case 
mentioned the purchasing power had 
fallen; but since then it has risen. In such 
a case as the one mentioned, the fixed asset, 
which cost $10,000 originally, might be 
purchased for an even lower figure, say 
$8,000, at the time of writing. To be cor 
sistent, this asset should be written down 
by this $2,000, and with it the capital. 
The effect of all these adjustments would 
be to introduce a variety of standards, all 
expressed by the single $ sign, and this 
could only result in obscuring the most in- 
portant points of the accounts, which cat 
only be ascertained by a comparison of 
figures that measure by the same stand- 
ards. Accounts, like anything else, are 
limited as to the number of things they can 
show at one time. It is strongly recom- 
mended that no attempt be made to reflect 
in the accounting for fixed or capital as 


sets any change in the purchasing value 


2 Of course, the writing off may have been done 
by building up a Reserve for Depreciation, whieh 
must taken in conjunction with the debit to 


the account for the asset, when reckoning its book 
value. 
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of money. The current assets, which are 
going to be really affected by it, are in a 
constant state of flux, and will reflect 
changes automatically. If it is desired to 
call attention to the figures, which fixed as- 
sets would cost if purchased about the date 
of the close of a financial period, this can 
be done by memoranda at the head of the 
Ledger accounts and on the face of the 
balance sheet. 

Surely, however, one of the most ques- 
tionable methods of showing a “profit” is 
that, which is possible under the Dominion 
Companies Act of May 30th, 1930. Sec- 
tion 6 of this Act amends Section 9 of the 
principal Act, so that subsection 8 reads 
as follows: 


In the case of any shares without nominal 
or par value which were issued before the date 
of the coming into force of this Act, or of any 
such shares which may be issued thereafter 
without there having been made, on or before 
the issue and allotment thereof in accordance 
with the provisions of this Act, a declaration 
that any specified proportion of the considera- 
tion to be received therefor shall be capital, 
the directors may at any time pass a by-law 
for either or both of the following purposes, 
namely :—(a) declaring that a specified por- 
tion of the consideration received for any 
such shares, whether issued before or after 
the going into effect of this Act, shall be 
capital; or (b) approving the consideration 
received for and confirming the issue of any 
such shares which were issued for a consid- 
eration not fixed in accordance with the pro- 
visions of this Act, and upon such by-law be- 
ing sanctioned by at least two-thirds of the 
votes cast at a special general meeting of 
the shareholders of the company duly called 
for considering the same the Secretary of 
State, upon being satisfied of the expediency 
and bona fide character thereof, may grant 
supplementary letters patent confirming the 
said by-law. 


This, to the layman, is rather obscure 
in its wording; much more so than Section 
28 of the principal Act, for example, which 
was repealed. However, it means that, if 
an issue of no-par-value shares took place 
several years ago, and that “on or before 
the issue and allotment thereof” no 


Capital and Revenue Profits and Losses 


163 


declaration was made as to how much of 
the money received was capital, the com- 
pany can now make up its mind, and trans- 
fer a portion to capital, and a portion to 
“distributable surplus” as provided in Sub- 
section 4. Most of us considered that, there 
being no provision to the contrary at the 
time, all of the money paid for no-par- 
value shares was capital. It is probable 
that those managing the companies, which 
issued the shares, also thought the same at 
that time. However, now they have an op- 
portunity for stating that, after many 
years, they have made up their minds re- 
garding this consideration. In the mean- 
time they have probably been using the 
whole of it as capital, but now they can 
say that so much is capital and so much 
is premium or “distributable surplus.” The 
shareholder, who subscribed his money 
years ago, cannot change his mind now, 
and he undoubtedly subscribed it under 
the impression that all of it was to be used 
as capital for the company; but his only 
hope lies in there being present at the spe- 
cial meeting, called to pass the transfer, 
sufficient shareholders who understand the 
situation and who are strong-willed enough 
to vote against the directors’ by-law. The 
possibilities of this enactment for the wip- 
ing out of objectionable debits, and the 
creation of convenient credits, and the 
manipulation of “profits” for the payment 
of dividends are obvious and very great 
indeed. It is practically certain that in the 
past there have been cases of holding eom- 
panies which have issued no-par-value 
shares for the whole of the assets of sub- 
sidiaries, when those assets included un- 
distributed profits of the subsidiaries. The 
shareholders of the subsidiaries have be- 
come the shareholders of the holding com- 
panies, and in due course have expected 
their dividends. Those directing the com- 
bine have caused the subsidiaries to pay 
cash dividends to their shareholders, the 
holding company. Then, not realizing that 
the cash handed over was really part of 
the purchase consideration for the hold- 
ing company’s no-par-value shares, the di- 
rectors of the holding company have 
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credited these dividends to income, and 
paid a dividend out of them to their share- 
holders. Legally, they had paid a dividend 
out of capital, and were personally liable 
to refund the money. Now this has been 
done in all honesty, and it was never the 
intention of those forming the combine to 
regard the assets representing the surplus 
of the subsidiaries as anything else but 
surplus distributable among the individ- 
uals who had been shareholders of the sub- 
sidiaries and became shareholders of 
the holding company. In such exceptional 
cases it would be hard for those, who have 
done what they considered to be the right 
thing by the shareholders, to have to suf- 
fer, and the law is very clear about their 
liability being a continuing one. For such 
cases this section has provided a way out; 
but it ought to cease at that. People, who 
have made honest mistakes in the past, 
have had full opportunity to avail them- 
selves of this section, and to evade this 
liability. This sub-section 8 should now be 
much revised or taken off the statute-books 
altogether ; otherwise we can expect trans- 
fers from what is really “Capital” to so- 
called “Surplus” which will be unsound 
finance of the most questionable kind. 
Subsection 4 of the same Section 6 pro- 
vides for the issue of no-par-value shares 
for a consideration, part of which may be 
set aside as distributable (capital) sur- 
plus; but sets no limitation on the amount 
of such surplus. The writer feels that this 
could and should have been done: the 
amount of the consideration to be regarded 
as capital could have been made not less 
than the amount of the equity of the ex- 
isting shares of the same class in the exist- 
ing capital of the company as shown in 
its latest balance sheet. An exception could 
be made in a case, where there is a loss to 
be disposed of, and the shareholders of one 
profit-sharing class are going to deal with 
it by taking up at a premium the whole 
of a further issue. In such a case it would 
be fair to have no limit on the amount to 
be set aside as surplus, so that a credit 
can be obtained large enough to deal with 
the loss. This Section 6, however, makes 
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one thing quite clear: a definite portion, if 
not the whole, of the consideration for no- 
par-value shares is capital, and accord- 
ingly should be credited to a capital ac- 
count. Now Section 136, Subsection 8 of 
the Dominion Companies Act provides that 
every balance sheet laid before the com- 
pany shall show the amount paid on the 
common, and on the preferred shares re- 
spectively: it is difficult to understand how 
a balance sheet can be said to comply with 
this and at the same time show the Cap- 
ital and Surplus as one item. Section 36 
of the new Act requires this portion of the 
consideration received upon the issue of 
n.-p.-v. shares, which is attribable to sur- 
plus, to be shown separately from capital, 
and the intention is certainly to show reve- 
nue surplus also separately. 

In outlining the relationship of directors 
to an incorporated company in Dovey v. 
Cory (National Bank of Wales) 1901, 
A.C. 477), Lord Halsbury stated: “The 
true position of directors is that of agent” 
and “in the exercise of their powers they 
are trustees of the company.” Directors 
are trustees of the property of their com- 
pany.and must do their best to preserve 
its utility and value to the company, and 
in directing the company’s affairs must use 
their initiative in its best interests. It must 
be remembered that the depreciation, or 
perhaps total loss, of an asset will, in very 
many cases, cause a loss in the utility and 
value to the company of the remainder of 
the assets, unless such depreciation or 
total loss is made good without delay. The 
directors are trustees for all of the assets 
of the company. The responsibilities and 
accordingly the liabilities of a trustee are 
very much heavier than those of a mere 
agent, and if he is found to be at fault his 
penalties are accordingly heavier. 

Section 98 of the Dominion Companies 
Act provides that “No dividend shall be 
declared which will impair the capital of 
the company,” and then proceeds to deal 
with the exceptional case of mining com- 
panies, Section 108 gives the directors full 
discretion as to the payment of dividends, 
and Section 110 reads as follows: 
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If the directors of the company declare 
and pay any dividend when the company is 
insolvent, or any dividend, the payment of 
which renders the company insolvent, or im- 
pairs the capital thereof, they shall be jointly 
and severally liable, as well to the company 
as to the individual shareholders and creditors 
thereof, for all the debts of the company then 
existing, and for all debts thereafter con- 
tracted during their continuance in office, re- 
spectively. 


Now there are only three sources out of 
which a dividend can be paid: they are as 
follows: (1) Profits: subject to compliance 
with the provisions outlined above regard- 
ing their being realized, and distributable, 
this source is quite legal, although that 
does not necessarily mean that the divi- 
dends have been declared wisely; (2) Own- 
ers’ Capital: in this case the directors are 
personally liable to refund the money paid 
out; (3) Creditors’ Funds: in this case the 
usual presumption would be criminal negli- 
gence, if not fraud. 

In view of the above, among the most 
vexed questions, in deciding whether di- 
rectors can safely declare dividends or not, 
are those in which it has to be decided as 
to how far a loss, capital or old revenue, 
can be ignored in arriving at the figure for 
Distributable Profits. A company which 
has sustained a capital loss, may have a 
revenue profit in the same balance sheet, 
the profits having been accretions made in 
dealing with the remaining assets of the 
company. It is argued that a dividend paid 
out of such profits does not impair the 
capital of the company, because it was im- 
paired already before they were earned. 
Lord Lindley in Verner v. General and 
Commercial Investment Trust Ltd. (1894, 
2 ch. 289) eighteen years before the Crab- 
tree case, spoke as follows in the course 
of his judgment: 

There is no law which prevents a Company 
from sinking its capital in the purchase or 
production of a money-making property or 
undertaking, and in dividing the money an- 
nually yielded by it without preserving the 
capital sunk so as to be able to reproduce 
it intact, either before or after the winding- 


Capital and Revenue Profits and Losses 


165 


up of the Company. A Company may be 
formed upon the principle that no dividends 
shall be declared, unless the capital is kept 
undiminished, or a Company may contract 
with its creditors to keep its capital or as- 
sets up to a given value. But in the absence 
of some special Article or contract there is 
no law to this effect. 


The General & Commercial Investment 
Trust Ltd. was purely an investment com- 
pany. In a later case, The City Property 
and Investment Trust v. Thorburn (1897, 
25 R, 361) the Scottish Court dealt with 
a company which was not merely holding 
its investments with a view to receiving an- 
nual income therefrom, but was making 
profits and losses trafficking in securities. 
In this case the investments were held to 
be current assets, and losses sustained in 
the trafficking were chargeable to revenue, 
as losses of current capital. It is a matter 
to be decided from a study of the objects 
of the company as set out in its charter 
and governed by its by-laws. It must also 
be remembered that, whilst charges for 
depreciation may not be specifically called 
for in the by-laws, they may be called for 
by implication because of the charter and 
by-laws shewing that the company is in- 
tended to carry out operations indefinitely, 
and that its life is not limited to the life 
of one or more of its assets. Judge Farwell 
said in Bond v. Haematite Steel Co. 
(1902), “I cannot think that it would be 
right for the Defendant Company (one 
formed to manufacture steel) to purchase 
out of capital the last two or three years 
of a valuable patent and distribute the 
whole of the receipts in respect thereof as 
profits, without replacing the capital ex- 
pended in purchase.” If a company is 
formed for the purpose of, (a) working a 
particular mine, or group of mines, or (b) 
investing its capital in a peculiar group of 
named investments, or (c) purchasing and 
working a special group of patents, then, 
unless the by-laws provide differenty, it 
will not be necessary to provide for, (a) 
depletion of the mine or mines, or (b) to- 
tal loss or permanent depreciation of some 
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of the investments,® or (c) total loss of 
one or more of the patents, or deprecia- 
tion of the patent-right. 

In each case the intention will be to 
liquidate the company, as soon as it has 
worked out the assets purchased. On the 
other hand if a company is formed for the 
purpose of, (a) producing a metal, or a 
manufacture of it, and for that purpose 
purchases mines to supply itself with raw 
material; or (b) the investment and re- 
investment of money in one or more par- 
ticular classes of investments so that the 
best income can be obtained from the cap- 
ital indefinitely ; or (c) carrying on a man- 
ufacturing business, and incidentally there- 
to owns certain patent-rights; in these 
cases depletion of the mines is a charge 
for consumption of direct material, and 
loss on realization of current, and depre- 
ciation of fixed assets are operating ex- 
penses and must be charged into the reve- 
nue accounts for the periods in which they 
occurred. 

If capital losses have taken place, the 
directors must decide whether they can 
carry out the objects set out in the char- 
ter and meet liabilities as they become due, 
without replacing those assets. If they 
decide that they can, and are not going 
to replace them, the logical procedure is 
to write off the loss of capital as provided 
for in Section 61 of the Dominion Com- 
panies Act. The other alternative is to 
show the paid-up capital as in the follow- 
ing example: 

Capital Stock 

Common Shares, 
150,000 shares of $10 each, 
fully subscribed and paid . .$1,500,000 
Less: Real Estate lost in 
Earthquake ............. 200,000 
$1,300,000 


If they decide that the lost assets must 
be replaced, they must next decide whether 
it is in the best interests of the company 
to make them good out of revenue profits 

*In valuing such investments market fiuctua- 


tions should be ignored, as they are Fixed Assets 
of the Company. 
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before distributing any dividends, or to 
obtain funds by a further issue of stock, 
or of bonds or debentures. They will know 
that an increase to the capitalization by 
such an issue does not produce any credit, 
which can be used to dispose of the debit 
for the loss. That debit will remain to be 
disposed of by writing down the original 
shares, or by showing it, as above, on the 
balance sheet. 

If an old revenue loss has been brought 
forward to a period, and a dividend out 
of a subsequently-earned profit is being 
considered, on the plea that it was earned 
by the remaining assets and therefore is 
not part of the original capital of the com- 
pany, that capital having been impaired 
before the profits were earned, the follow- 
ing must be borne in mind: 

1. A revenue loss will always include 
expenditure of Current Floating or Cir- 
culating Capital. 

2. In Verner v. General Commercial In- 
vestment Trust (1894) Lord Lindley said: 


The shortest way of expressing the distine- 
tion which I am endeavouring to explain is 
to say that fixed capital may be sunk or lost, 
and yet that the excess of current receipts 
over current payments may be divided, but 
that floating of circulating capital must be 
kept up, as otherwise it will enter into and 
form part of such excess, in which case to 
divide such excess without deducting the cap- 
ital which forms part of it will be contrary 
to law. 


The words about circulating capital are 
very significant. 

In Dovey v. Cory (National Bank of 
Wales), (1901, A.C. 477) Lord Davey 
quite dissented from any general idea that 
“a Joint Stock Company, incorporated 
under the Companies Act, may write off to 
capital, losses incurred in previous years, 
and may in any subsequent year if the 
receipts of that year exceed the outgoings, 
pay dividends out of such excess without 
making up the Capital Account.” 

The loss under discussion in this case 
was one of current capital. 

3. In the case Ammonia Soda Co. v. 
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Chamberlain* (1918, L.J. 87, Ch. 98) 
Lord Warrington said: 


It has been asserted in this case that there 
is a restriction which would make it illegal 
for a company to pay dividends out of the 
profits of a current year, unless it first makes 

deficiencies in paid-up capital occa- 
sioned by losses in previous years; or, to put 
the contention in a broader form, no dividends 
can properly be paid out of profits so long 
as there are losses previously incurred and not 
made good. In my opinion this alleged re- 
striction has not foundation in law, .. . I 
am, of course, far from saying that in all such 
cases dividends can properly be paid without 
making good the previous loss; the nature of 
the business and the amount of the loss may 
be such that no honest and reasonable man 
of business would think of paying dividends 
without providing for it. In such a case, I 
apprehend the Court would take the view that 
a payment which no honest and reasonable 
man of business would think it right to make 
could not properly be made by Directors. 


From the above quotations, it is evident 
that in the case outlined, where an old 
revenue loss has been brought forward, the 
directors must decide whether, if a divi- 
dend is paid out of subsequently earned 
profits, they will have sufficient current 
capital left to meet the company’s liabili- 
ties as they become due and to carry out 
its objects as set out in its charter. If 
they decide that the capital lost need not 
be replaced, they should consider writing 
down the shares under Section 61 of the 
Dominion Companies Act. However, in 
view of their liabilities under Section 110 
of the same act, quoted above, and the 
intention of the law that current capital 
shall be kept up, they will need to think 
long and carefully before paying any divi- 
dend whilst carrying forward an old loss, 
especially if it be a revenue loss.° 


“In this case a loss of capital, current and fixed, 
appearing as an old balance of Profit and Loss 
was allowed to be written against a surplus arising 
out of a bona fide appraisal of assets. The increase 
in the value of the assets was due to the discovery 
of a valuable and hitherto unknown deposit of rock 
salt, 


*Professor C. A. Ashley, when discussing this 
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In a case, where there are previously- 
earned Revenue Profits brought forward 
in some reserve such as a “Reserve for 
Equalization of Dividends,” and where 
there is a revenue loss for the current per- 
iod, there is no question that “floating or 
circulating capital must be kept up,” and 
made good out of profits carried forward, 
before any dividend can be paid out of 
them. 

Speaking generally, the usual require- 
ments of sound finance, before the declara- 
tion of a dividend out of profits, are as fol- 
lows: 

1. All expenditures and waste of fixed 
and circulating assets incidental to the 
process of earning profits by the conver- 
sion of circulating assets into cash should 
be made good out of profits earned. Losses 
for known but unlocated losses (Bad 
Debts, etc.) should be provided for. Old 
Revenue Losses should be made good. 

2. Capital profits should be first applied 
in making good capital losses. 

3. If the objects and nature of the com- 
pany necessitate it, any remaining capital 
losses should be made good out of net reve- 
nue profits. 

4. Profits should be set aside in reserve 
to strengthen the business, and to provide 
for the equalisation of dividends in lean 
periods. 


matter in his “Introduction to Auditing for Cana- 
dians,” writes as follows: 

“Some of the companies acts state that no divi- 
dend shall be paid which will impair or diminish 
the capital of a company. It is not clear whether 
such a provision would make illegal the payment 
of a dividend out of current profits, when capital 
had already been impaired and the loss not made 
good. Such dividend payments would not them- 
selves impair the capital, although it is possible 
that the acts intended to prevent their payment. 
The decision is Stavert v. Lovitt (N.S.R. 1907- 
08) appears to take this view, but is complicated 
by the fact that the company concerned was a 
bank, operating under a special act. The same 
view was taken in Colonial Assurance Co. v. Smith 
(D.L.R. 1918) but this particular point was, un- 
fortunately, not argued. 

“It seems inconsistent for an act, such as the 
Dominion companies act, to be overcareful on 
this point, and yet to allow the utmost latitude on 
the same question to directors dealing with an 
issue of no par shares.” 
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The remaining profits may be safely dis- 
tributed as cash dividends, except in the 
case of Unrealized Profits which must never 
be used as justification for cash dividends. 

The necessity for having clearly set-out 
Operating Statements for a financial per- 
iod is evident from the manner in which 
the various judges have distinguished be- 
tween the accounting for different periods. 
The accounts for a period should only con- 
tain items belonging to that period. Bal- 
ances or adjustments belonging to previous 
periods should be dealt with separately 
and clearly in a special account—the 
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Revenue Surplus or Appropriation. This 
was a matter which Lord Kylsant chose 
to ignore, with disastrous results to him- 
self and others. 

In conclusion, may the writer state that 
he realises that he has only touched on 
some of the most important points in this 
great subject; but he respectfully submits 
the above to his brother-accountants for 
thei consideration, especially in this time, 
when so much of the country’s present and 
future depends, as it always will depend, 
on the soundness of its finance and account- 


ing. 
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PROPERTY DIVIDENDS AND LAW 


L. L. Brices 


to a distribution of corporate profits 

to stockholders in the form of cash 
(Ehle v. Chittenango Bank (1862) 24 
N.Y. 548). However, corporations may 
find it convenient or necesary to distribute 
their earnings in the form of property 
among their shareholders, and; when the 
stockholders are few and the corporate 
property is readily divisible without de- 
creasing its value there may be little, if 
any, objection to this method of distribu- 
tion. In order to meet this need of modern 
business, various forms of property dis- 
tributions, in addition to cash, stock, and 
scrip dividends, have been recognized and 
approved by the courts. According to Jus- 
tice Prentice in Green v. Bissell (1907) 
79 Conn. 547: 


The underlying idea of a cash dividend 

. is the distribution to shareholders as re- 
wards of the corporate enterprise, of a por- 
tion of the profits or surplus assets of the cor- 
poration. Usually the assets thus.divided are 
in the form of cash and the distribution a 
cash one. This, however, is not necessarily so, 
and there is no departure in principle or es- 
sence if the distributed assets chance to be in 
some other form of property. 


Ts: word “dividend” usually refers 


Vice-Chancellor Bergen, in Continental Se- 
curities v. Northern Securities (1904) 66 
N.J. Eq. 274, said that: 


. . a division of property, as distinguished 
from cash, is lawful; .. . 


The general rule is that when a corpora- 
tion has accumulated sufficient property 
other than cash to justify a division among 
its stockholders, the directors, at their dis- 
cretion, may pay dividends in specific prop- 
erty, if there is no statute or charter to 
the contrary (Green v. Bissell (1907) '79 
Conn. 547). So long as the dividends do 
not deplete the capital their form is im- 
material (Bank of Morgan v. Reid (1921) 
27 Ga. App. 123). In Western Union Tele- 
graph Company v. Williams (1883) 93 


N.Y. 162, Justice Earl gives the following 
justification of property dividends: 


There is no statute which requires dividends 
in telegraph companies or in companies gen- 
erally to be made in cash. Whether they shall 
be made in cash or property must also rest in 
the discretion of the directors. There is no 
rule of law or reason founded upon public 
policy which condemns a property dividend. 
The directors should convert the property into 
cash before a dividend and divide that. So the 
stockholders can take the property dividend 
to them and sell it and realize the cash. With- 
in the domain of law it can make no material 
difference which course is pursued. 


Let us now consider the forms of prop- 
erty dividends which have been approved by 
the courts. There are several decisions to 
the effect that the directors of a corpora- 
tion may make dividends payable in stock 
held in other corporations (Allegheny v. 
Pittsburgh (1897) 179 Pa. St. 414; Pea- 
body v. Eisner (1918) 247 U. S. 847). 
In Smith v. Cotting (1918) 231 Mass. 42, 
Old Colony Trust Company bought a large 
number of shares of American Trust Com- 
pany in order to obtain a controlling in- 
terest in that corporation. The statutes 
of Massachusetts prohibit a trust com- 
pany from investing more than 10 per cent 
of its capital stock in another trust com- 
pany. As it was unlawful for Old Colony 
Trust Company to hold all of the shares 
purchased the directors declared a dividend 
of 6,000 shares and charged $2,000,000 
to surplus. A suit between a life tenant and 
a remainderman as to the ownership of a 
part of this property dividend reached the 
Supreme Court of Massachusetts. In ren- 
dering the decision for that body, Justice 
Braley said: 


It is certain that this dividend is not in any 
sense a partial distribution of the corpora- 
tion’s capital, but consisted solely of shares of 
another and distinct domestic corporation 
whose existence has not been terminated... . 
The corporation was not in the process of liqui- 
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dation. The dividend was a division among the 
owners of the shares, the existence of which 
was to continue, of profits, or increase from 
investments in the stock of another company. 
. .. The stockholders had the same fractional 
interest as before in the corporate capital, 
which had not been impaired. We are accord- 
ingly of opinion that it should be assimilated 
and treated as a cash dividend. 


Another case on this point is People v. 
Travis (1916) 157 N.Y. 948 in which a 
corporation sold 588 acres of land adjoin- 
ing its plant to the Norumbega Company 
which has been organized with a capital 
stock of $700,000 by the stockholders of 
the original corporation. This new com- 
pany paid $900,000 for the property, giv- 
ing notes for $176,000, a mortgage for 
$24,000, and its entire capital stock. Since 
the land which cost $200,000 was sold for 
$900,000 the profit was $700,000. The 
original company distributed the $700,000 
in stock to its shareholders as a dividend. 
The issue in the case was whether a fran- 
chise tax was due upon such a distribution. 
In giving the decision for the court, Presid- 


ing Justice Kellogg said: 


The excess of the selling price over the pur- 
chase price represents profits to the company, 
and is represented by the stock issued by the 
Norumbega Company... . The stockholders 
of the relator’s company have received a profit 
from the sale of its lands. It does not make 
any difference what form a distribution of 
profits by a corporation takes. Such distribu- 
tion is to all intents and purposes a dividend. 


According to the facts of Union and New 
Haven Trust Company v Taintor (1912) 
85 Conn. 452, the Delaware, Lackawanna 
and Western Railway bought nearly all of 
the shares of the Lackawanna Railway 
Company of New Jersey and paid a 35 
per cent dividend to its stockholders in this 
stock. Although the main issue involved in 
the case was the distribution of a part of 
this dividend between a life tenant and a 
remainderman it is interesting to note 
the following description which Justice 
Wheeler gives of a property dividend: 
Such a dividend has all the characteristics 
of a cash dividend. The fact that the distri- 
bution was made of the stock held as an asset 
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rather than in cash procured from its sale 
does not affect its character. Cash dividends 
include all distributions of surplus assets, 
whether in the form of cash or property, taken 
from the body of the assets to become the 
property of the shareholders. 


Venner v. Southern Pacific (1922) 279 
Fed. 882 is another decision involving a 
dividend in the stock of another corpora- 
tion. According to Circuit Judge Rogers: 


But the discretion is unrestricted as to 
whether the distribution shall be made in cash 
... or in property. .. . Whether the directors 
shall sell the property, thereby converting it 
into cash, and make the dividend payable in 
cash, is a matter solely within their discre- 
tion; and in the particular case now before 
the court they decided not to sell the prop- 
erty. .. . In the exercise of that discretion it 
was decided that a new corporation should be 
formed to hold oil properties, which should 
be transferred to it, and that the shares of 
its stock, representing the property trans- 
ferred, should be distributed among the stock- 
holders of the Southern Company. We are un- 
able to see why, under the broad powers ex- 
pressly conferred upon the directors of that 
company, that method of distribution of the 
property among the stockholders was not 
within the discretion of the governing board, 
the directors. 


A corporation may make a property 
dividend of its own stock which has been 
purchased with surplus assets. Leland v. 
Hayden (1869) 102 Mass. 542 is a case 
in which a company accumulated a large 
amount of earnings with which it pur- 
chased shares of its own stock which it 
later distributed to its stockholders as a 
dividend. In discussing the status of this 
dividend, Chief Justice Chapman said: 


The purchased shares represented cash in- 
vested so as to earn an income. If the di- 
rectors had sold them and divided the avails, 
there could have been no doubt that it was 4 
cash dividend. Or if the investments had been 
in the stocks of other corporations, and the 
stocks divided, it would have been the same. 
As it was the dividend did not affect the value 
of the shares upon which it was made, rela- 
tively to the whole capital stock of the com- 
pany. The shares originally held by the trus- 
tees constituted the same fractional part of 
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the whole capital as before. In substance as 
well as in intent, it was a cash dividend, 
though it was not such in form, and the sub- 
stance and intent must be given the transac- 
tion. 


In Green v. Bissell (1907) '79 Conn. 547, 
a corporation had in its treasury 925 of 
its own shares which had been transferred 
to it by one of its stockholders in pay- 
ment of a debt. This stock was distributed 
to the shareholders and erroneously called 
a “stock dividend.” For the point at issue 
in the case, the distinction between princi- 
pal and income, the court decided that the 
distribution was analogous to a cash divi- 
dend. When he gave the decision for the 
court, Justice Pretice made the following 
statement : 


The acquisition of this stock by the dis- 
tributing corporation was an incident of its 
business. As the result it became and was held 
as among its assets, and as such, and as help- 
ing to create a net surplus justifying a divi- 
dend, it was divided to the stockholders pre- 
cisely as any other asset might have been. 


It is quite obvious that the court con- 
sidered the distribution to be a property 
dividend. 

A dividend of a company’s own bonds 
is legal if it does not impair the capital 
stock of the concern (In re De Sota Coal 
Mining and Development Company (1914) 
218 Fed. 892). In Matter of Watertown 
(1908) 127 N.Y. App. Div. 462, the court 
recognized a distribution of bonds among 
the stockholders of a company as a prop- 
erty dividend when such dividend was based 
upon profits spent in changing the location 
of its plant. A bond distribution was given 
the status of a property dividend in 
Thayer v. Burr (1900) 184 N.Y. App. 
Div. 889. In giving the court’s decision, 
Justice McLaughlin said: 


The form of distribution is immaterial so 
long as there is a distribution of profits. . . . 
The bonds were the obligations of the com- 
pany, issued against the accumulated earn- 
ings which it had on hand, they were nego- 
tiable .. . and could readily be converted into 
money, so the transaction was, in substance, a 
declaration of profits. 
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In Wood v. Lary (1888) 47 Hun 550, a 
railroad corporation issued bonds to its 
stockholders in lieu of cash dividends to 
represent the earnings of the company 
which had been used for construction and 
betterment purposes. Presiding Justice 
Van Brunt made the following statement: 


That a corporation has the right to issue 
its bonds to represent property which might 
properly have been divided among its share- 
holders as dividends seems to be expressly 
recognized in the case of William v. Western 
Union Telegraph Company (93 N. Y. 162). 
It is true that in that case the question in- 
volved the right of the corporation to issue 
unissued stock which it had, as a stock divi- 
dend to its stockholders, to represent property 
which had been acquired by the payment of 
money which was properly applicable to the 
payment of dividends. In that case it is said: 
“Tf it can issue stock in payment of property 
to be obtained by it as part of its capital, for 
its legitimate uses, why may it not issue to its 
stockholders in payment for property in effect 
purchased by them and added to its permanent 
capital, and which they relinguish the right 
to have divided. So long as every dollar of 
stock issued by a corporation is represented by 
a dollar of property no harm can result to 
individuals or the public from distributing the 
stock to the stockholders.” 


A bond distribution was recognized as a 
property dividend by the court in D ’Ooge 
v. Leeds (1900) 176 Mass. 558. In Equit- 
able v. Union Pacific (1914) 212 N.Y. 
860, it was held that bonds of other com- 
panies are legitimate property dividends. 

American Ice and Industries Company 
v. Crane (1904) 142 Ala. 620 is an ex- 
ception to the rule regarding the legality 
of the use of a company’s own bonds for 
distribution as a property dividend. Al- 
though the American Ice and Industries 
Company was properous and had debts 
amounting to only 50,000 it proposed to 
issue $100,000 in bonds on a mortgage of 
property and to distribute $50,000 of 
the issue to its stockholders when there was 
no proof of undivided profits of this 
amount. Such a dividend was held to be 
illegal because it violates an Alabama stat- 
ute to the effect that a corporation may 
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not issue bonds except for money, labor 
done, or property actually received by the 
company (Alabama Code, Section 1270). 

Property dividends may be in the form 
of real estate. Grants Pass Hardware Com- 
pany v. Calvert (1914) 142 Pac. 569 in- 
directly involves this point. Wolke, Cal- 
vert, and Pattillo were the directors and 
owners of all the stock of Grants Pass 
Hardware Company. In September, 1908, 
the concern bought a hotel of $11,000, 
paying $3,666.66 on the purchase price 
and giving a mortgage on the property 
for the balance. The company had no use 
for the hotel and did not pay the mortgage. 
Shortly before January, 1911, the three 
stockholders decided to have this property 
conveyed to them as a property dividend. 
At the annual meeting of the stockholders 
in 1911 the dividend was declared and the 
hotel property valued at $3,666.66 on the 
books was charged off. A short time later 
Patillo sold his interest in the dividend 
to Calvert and Wolke. The stock of the 
company was sold to others who were in- 
formed that the hotel did not belong to the 
corporation. On May 16, 1911, when the 
new stockholders had become members and 
officers of the company, Calvert requested 
the directors to convey the property to 
him and Wolke. The request was granted 
but later the company instituted a suit on 
the ground that the conveyance was ob- 
tained by fraud. In rendering the decision 
of the court, Justice Ramsey made the fol- 
lowing statement: 

We hold that the transfer of said hotel 
property to the defendants was, in effect, the 
payment of a dividend in property in accord- 
ance with the previous action and intention 
of the company. . . . The dividend thus paid 
amounted in value to $3,666.66, and it was 
paid to Calvert and Wolke, and included 
what was owing Pattillo, who had conveyed 
his interest to them. 


Bank of Morgan v. Reid (1921) 27 Ga. 
App. 128 is a comparatively recent de- 
cision in which Presiding Justice Jenkins 
said: 

. real estate 
.. . when paid from the net profits exclusive 
of liabilities and of capital stock. . . . 


Dividends may be paid in. . 
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In Merchant v. Western Land Associa- 
tion (1894) 56 Minn. 327, Merchant who 
had possession of four shares and seven 
half shares of Western Land Association 
alleged that the company owned large 
amounts of land not needed in the business 
and asked that the excess property be 
divided among the stockholders under a 
special act of the Minnesota legislature 
which authorized stockholders to require 
division of real estate not essential to the 
business. Chief Justice Gilfillan commented 
on this act in these words: 

It contemplates a distribution of only the 
property which may be assumed to represent 
not capital stock or working capital, but 
profits earned, among the stockholders, if they 
choose to receive their dividends in that form. 
As to those who choose to take their dividends 
in property, instead of allowing the corpora- 
tion to turn it into cash, and pay them in that 
form, no rights are invaded. . . . It is to be 
assumed that the court can and will adjust 
the rights of the stockholders in the property 
subject to division as accurately as though 
it were cash. No rights of the stockholder are 
impaired, and no stockholder can complain; 
and we fail to see how the corporation, which 
is only an ideal thing or entity, representing 
the stockholder, can complain that the: divi- 
dends are to. be made in property instead of 
cash. 


There is at least one decision in which 
note dividend was recognized by the court 
although the main point at issue was the 
distribution of the dividend between life 
tenant and remainderman. Boston Safe De 
posit and Trust Company v. Adama 
(1914) 219 Mass. 175 involved the dit 
position of two $10,000 notes issued by the 
Lawrenceburg Roller Mills Company as 
dividend to the plaintiff who owned 200 
shares of preferred stock in that corpor® 
tion. Justice Sheldon said: 

The dividend has been declared and paid, 
and neither the corporation nor any of the 
stockholders have raised or sought to rais 
any question as to its validity. That is not i 
dispute. . . . It was simply for the convenient 
of the corporation that payment was to be 
made in its notes rather than in actual money. 


When a corporation reduces its capital 
stock the directors must distribute the 
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surplus assets resulting and this distribu- 
tion may be in the form of cash or it may 
be in the form of property. Continental 
Securities Company v. Northern Securities 
Company (1904) 66 N.J. Eq. 274 involves 
a corporation which had a surplus created 
by reduction of its capital stock invested 
in stock of railway companies. The court 
held that it is not necessary to reduce such 
assets to cash before distribution but that 
the stock itself may be distributed to the 
shareholders. 

A corporation can not force a stock- 
holder to receive a property dividend. In 
regard to this principle, Justice Earl made 
the following statement in Williams v. 
Western Union ‘Telegraph Company 
(1883) 98 N.Y. 162: 


It is true that a stockholder cannot be com- 
pelled to receive property divided to him. So 
he cannot be compelled to take a cash divi- 
dend. In case of his refusal to take a cash 
dividend, the corporation may retain it for 
him until he shall demand it. In case he shall 
refuse to take a property dividend, the cor- 
poration may retain it and hold it in trust for 
him, or possibly sell it for his benefit. 


State of Maryland v. Baltimore and Ohio 
(1847) 6 Gill (Md.) 868 is a decision in- 
volving this point. The board of directors 
of the Baltimore and Ohio Railway applied 
$146,816 of its net revenue for 1846 to the 
purchase of machinery and to certain re- 
construction work. Desiring to reimburse 
the stockholders for the amount so applied 
the board declared a cash dividend to hold- 
ers of less than fifty shares and a dividend 
of one dollar in cash and two dollars in 
bonds on each share held by owners of 
more than fifty shares of stock in the com- 
pany. The State of Maryland which owned 
5000 shares in the company refused to re- 
ceive the bond dividend and demanded a 
three per cent cash dividend. The court 
held that the State was not bound to ac- 
cept the bond dividend because such a 
dividend is similar to a forced loan but 
that the dividend as declared by the board 
of directors must be taken or declined as 
whole. 

There is a Wisconsin decision, Hohberg 
v. Hoberg Company (1919) 178 N.W. 


Property Dividends and Law 
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639, in which a property dividend was set 
aside by the court. The Hoberg Company 
bought the entire capital stock of the Cri- 
vitz Pulp and Paper Company from the 
stockholders. Payment was made in cash 
of which $80,250 came from the treasury 
of the Hoberg Company and the rest was 
raised by a loan of $150,000. While this 
loan was unpaid the Crivitz Company stock 
was distributed among the shareholders of 
the Hoberg Company in proportion to 
their holdings. One of the shareholders ob- 
jected, and, after turning back her part 
of the dividend instituted an action to com- 
pel the other stockholders to do the same 
on the ground that the interests of the Ho- 
berg Company were jeopardized by the dis- 
tribution. The court held that a property 
dividend may be set aside at the request 
of a stockholder if the company has a large 
debt even though there is no objection on 
the part of corporate creditors. 

The courts have been uniform in holding 
that the Federal income tax law applies to 
property dividends. In Doerschuck v. 
United States (1921) 274 Fed. 789, it 
was decided that a dividend of debenture 
bonds is subject to the income tax. Dis- 
trict Judge Chatfield said: 


It is apparent, therefore, in the present 
case, that the plaintiffs received an actual 
payment (in the form of securities available 
for disposition in the market, and entirely 
severed or distinguished from their control 
of the property as stockholders) of profits 
which the company wished to distribute as 
earnings to its stockholders. It did this by 
distribution of obligations which, like a 
promissory note, called for the payment of 
cash and did not invest the holder with merely 
a different form of holding of stock. 


That a dividend of stock owned by a com- 
pany in another corporation is taxable as 
a property dividend under the Federal in- 
come tax law was the rule laid down by 
the court in New York Trust Company v. 
Edwards (1921) 274 Fed. 176. This deci- 
sion was later affirmed by the Supreme 
Court of the United States in 257 U.S. 176. 
A similar conclusion was reached in Pea- 
body v. Eisner (1918) 247 U.S. 347 in 
which Mr. Justice Pitney said: 
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.. . the dividend of the Baltimore and Ohio 
shares was not a stock dividend but a distri- 
bution in specie of a portion of the assets of 
the Union Pacific and is to be governed for all 
present purposes by the same rule applicable 
to the distribution of a like amount of money. 


The distribution of property dividends 
between life tenant and remainderman has 
been an issue in several cases. In Leland v. 
Hayden (1869) 102 Mass. 542, a testator 
willed shares of Old Colony and Newport 
Railway Company to a tenant for life with 
remainder over. This company used a large 
amount of accumulated earnings which had 
accrued after the death of the testator for 
the purchase of shares of its own stock and 
these later were distributed to its stock- 
holders. The court decided that the distri- 
bution was the same as a cash dividend and 
therefore belonged to the life tenant. Green 
v. Bissell (1907) 79 Conn. 547 is a case 
with similar facts in which Justice Pren- 
tice made the following statement: 


It is true that what was distributed was 
the shares of the distributing corporation. But 
that was an accident of the situation and an 
unimportant one. It was no more significant 
of the real character of the transaction than 
had it been the shares of some other corpora- 
tion, or other property, or cash paid in in 
satisfaction of the original stockholders’ debt 
in lieu of which the stock was obtained. The 
acquisition of this stock by the distributing 
corporation ‘was an incident of its business. 
As the result it became and was held as among 
its assets, and as such, and as helping to 
create a net surplus justifying a dividend, it 
was divided to the stockholders precisely as 
any other assets might have been. The distri- 
butions must therefore be treated as a cash 
and not as a stock dividend, as income there- 
fore, and not as capital. 


A property dividend out of surplus may 
belong to the life tenant even though such 
dividend consists of stock in another cor- 
poration (Gray v. Hemenway (1910) 206 
Mass. 126; Union and New Haven Trust 
Company v. Taintor (1912) 85 Conn. 
452). In D’Ooge v. Leeds (1900) 176 
Mass. 558, the Adams Express Company 
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which had a surplus of $12,000,000 in- 
vested in securities issued its bonds to this 
amount to its stockholders as a dividend 
instead of distributing the securities or 
their proceeds. The court reasoned that the 
bonds were similar to an issue of preferred 
stock and were a formal capitalization of 
earnings which previously had been capi- 
talized in substance and effect and, there- 
fore, the dividend should go to the remain- 
derman instead of the life tenant. In Thayer 
v. Burr (1911) 201 N.Y. 155, the court 
ruled that where a trust estate holds cor- 
porate stock on which it has received a bond 
dividend representing in part earnings and 
in part an increase in the value of the in- 
vestment of the company the life tenant 
is entitled to only such portion of the bonds 
as represents earnings while the remainder- 
man should receive the bonds representing 
the increased value of the company on the 
theory that the last mentioned securities 
are a distribution of capital. It was held 
in Boston Safe Deposit and Trust Com- | 
pany v. Adams (1914) 219 Mass. 175 that 
a property dividend in the form of notes 
may belong to the life tenant where de- 
clared and paid out of undivided earnings. 

Let us summarize. In order to meet the 
demands of present-day business the courts 
have been liberal in recognizing and ap- 
proving property dividends in the form of 
stock of the issuing corporation, if the 
shares have been purchased with surplus or 
received in payment of corporate debts; 
and also in the forms of stock of other 
corporations, bonds of other companies, 
bonds of the issuing company except in 
Alabama, real estate, and notes. If such 
dividends are from surplus, their form is 
immaterial so far as law is concerned. How- 
ever, no stockholder can be compelled to 
accept a property dividend. The Federal 
income tax applies to this class of dividend 
to the same extent that it applies to cash 
dividends. Property distributions repre- 
senting earnings of a trust estate after the 
death of the testator go to the life tenant 
while those representing accumulations 
prior to that date belong to the remainder- 
man. 


A FABLE* 


Henry R. 


OW there came a Young Man saying: “Master, thou art 
learned in the Mysteries of Debit and Credit. Teach me, I 


pray thee, for I am told that the Science is passing fair and 
maketh him to rejoice who is versed therein.” And the Master taught 
him from the Scriptures as they were written aforetime by the 
Fathers. And he said unto the Youth: “Sometimes the Wise Men 
do this-and-that; and sometimes they do thus-and-so.” 

And the Youth waxed wroth and replied: “Tell me not varied 
ways, for a multiplicity of Instruction burdeneth my Soul. Tell me 
rather: ‘Do this and not that’; for I would learn the one and only 
way to do a thing. For then I shall learn without Labor; and in 
Nights of Leisure shall I delight my Soul. And when the great Day 
of Judgment cometh, it will be unto me a Snap. But more than one 
thing at a time is too much for my limited Cranial Capacity.” 

And on the last day of the week the Master said unto the Youth: 
“Take me, I pray thee, to the great Assembly whence cometh the 
twmult and the shouting; and explain to me the Game which is 
played there. For it is great, and full of glory, but its Mysteries 
are unknown to me.” 

And the Youth took him gladly and explained to the Master how 
the Game is played, saying, “Behold the Ball lyeth in the center of 
the Field, and one runneth and kicketh the Ball so that it soars aloft 
and afar.” And the Master said, ““Now I see how the Game is played, 
well is it called Foot-Ball.” But, anon, the Youth said, ““Behold and 
see, for one throweth the Ball forward with his Hands; and another 
catcheth the Ball and runneth with it clasped to his Bosom.” And 
the Master was perplexed, but he replied, “‘Y eah, I see.” And a third 
time the Youth said, “‘Now the Ball will neither be kicked, nor will 
one fleet of foot rum therewith, but it is given to a Giant, who will 
buck-the-center for a one-yard Gain.” 

Then the Master said, “Begone, thow Misleader of the Ignorant. 
I sought to learn how Foot-Ball is played. I would learn the one- 
and-only way and you have told me three ways and my mind is 
confused. If thow demandest that thow be told that there is only 
one way to toss a Debit-and-Credit, why tellest thow me there are 
three, and three-and-thirty, ways to toss a Foot-Ball? I will find 
me some one at a Coaching School who will tell me the one-and-only 
way and I shall be happy.” 

But in this he spoke as in a Parable, in the vain Hope that he 
might perchance enlighten the Youth. 


*For a beginning class in Accounting, some of whose members object to 
the presentation of alternative methods. 
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A COUNCIL ON ACCOUNTING RESEARCH 


Howarp C. GREER 


HE need for a research program in 

l accountancy is receiving increasing 

recognition. In his stimulating ar- 
ticle in the March, 1982, issue of this 
magazine, ““Needed: A Research Plan for 
Accountancy,” Mr. Kohler pointed out 
some of the conditions which call for a more 
thorough study of principles and a more 
complete agreement as to standards of 
training and practice. He suggested that 
“there be established a ten-year, perhaps a 
permanent, program of research, to be 
initiated and guided by a Committee or 
Council appointed by the President of this 
association from its membership.” This rec- 
ommendation was endorsed by the Univer- 
sity Instructors in Accounting at their last 
convention. Progress has since been made 
in putting the recommendation into effect. 

Immediate objectives of this undertak- 
ing are, first, the development of a program 
of research which shall lead to a better un- 
derstanding of accounting principles and 
facts, and, second, the actual initiation of 
work on the most important phases of the 
program. A longer-range objective is the 
application of research findings to actual 
accounting situations, in the hope that they 
may be helpful in establishing better stand- 
ards for both accounting training and ac- 
counting practice. 

The research approach to these problems 
seems a sound one, even though the actual 
adoption of standards must rest finally 
with those responsible for giving them force 
and effect. It seems, for example, that the 
creation of an improved training program 
for those who wish to enter the profession 
must be placed finally in the hands of ac- 
counting teachers, just as the development 
and recognition of standards of practice 
must remain with the accounting practi- 
tioners. These developments, however, will 
be facilitated and will proceed along sound- 
er lines if they are based on adequate study 
and interpretation of fundamentals by re- 


search workers, proceeding under compe- 
tent guidance and with the support and fa- 
cilities necessary for the tasks at hand. 

With a view to furthering effective re- 
search work along the lines indicated, the 
writer, as President of the University In- 
structors in Accounting, has taken the first 
step in carrying out the recommendation 
of the association by organizing a Council 
on Accounting Research. This Council will 
proceed to the formulation of a program 
and then to the more difficult task of get- 
ting some effective work done on the pro- 
gram. 

From the suggestions submitted by the 
accountants consulted in this connection it 
is evident that the word “research” must 
be taken in a broad sense to cover the ac- 
tivities proposed. The task is not one of 
merely collecting facts, or even of suggest- 
ing interpretations and applications of such 
facts. Many of the problems which are most 
in need of solution call for a coérdination 
and rationalization of existing current 
thinking and practice in respect to various 
aspects of accounting. 

Even beyond this, there seems to be a 
deep-seated need for the development of a 
sound and practical philosophy, not only 
as the principles of accounting, but as to 
the duties of accountants. We have a sci- 
ence and a profession which are both still 
in the formative stage, and what seems nec- 
essary is the enunciation of ideas, princi- 
ples, and standards toward which teachers 
and practitioners will wish to work in their 
efforts to make accountancy of its greatest 
value to business and to society in general. 

Thus it seems that a research program in 
accountancy must include not simply stud- 
ies in the theoretical and economic aspects 
of accountancy but also in the legal and 
social aspects of its practice. The word 
“practice,” too, is here used in its broad- 
est sense, to include not merely the profes- 
sional activities of public accountants but 
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also the duties and responsibilities of ac- 
countants at work in the service of govern- 
ment and of private business. 

The chief cbstacles to successful research 
in accounting seem to have been: (1) the 
numerous and sudden demands on account- 
ing, due to its rapid growth under compli- 
cated and changing conditions of business; 
(2) inadequate codrdination between theory 
and practice, and particularly between ac- 
counting and law; (8) limitations on the 
opportunities for experienced practition- 
ers to do sustained and effective research 
and training work, because of lack of time, 
relations with clients, and other causes. 

In spite of these obstacles a great deal 
has already been accomplished. Much of 
the groundwork has been laid through the 
independent efforts of individuals. To rea- 
lize this it is only necessary to refer to the 
work of such men as Montgomery, Jackson, 
and Kohler in the field of auditing methods ; 
of Jordon, Scovell, and McKinsey in the 
field of costs and internal accounting; and 
of Hatfield, Paton, and Canning in the 
realm of theory and economics. It seems 
probable, however, that work along speci- 
fic lines can be stimulated and encouraged, 
and perhaps in many cases actually made 
possible, through the efforts of a group 
working consciously with certain definite 
plans and aims. 

Group activity in the field has already 
resulted in several important contributions, 
among which the foremost is the manual 
Approved Methods for Balance Sheet Veri- 
fication, which was developed by the Ameri- 
can Institute of Accountants and approved 
by the Federal Reserve Board. This docu- 
ment has, of course, exercised a most im- 
portant influence on accounting practice. 
Other group undertakings now in progress 
are those of the American Society of Certi- 
fed Public Accountants to develop a classi- 
fication of accountancy services, and the 
continuing efforts of the American Insti- 
tute of Accountants to develop an accept- 
able terminology for accounting. 

The obstacles which have been encoun- 
tered in connection with the efforts to car- 
ty these last-mentioned projects through 


to completion and acceptance emphasize, 
among other things, the difficulties of reach- 
ing such objectives solely through the 
medium of the professional association. 
Leading practitioners are usually busy and 
unable to devote long-sustained individual 
effort to such problems, while committees 
are often unwieldy and subject to intermin- 
able delays. Furthermore, in the case of 
problems such as those of terminology, 
there seems need for a systematic, unified, 
and painstaking attack on the problem by 
some individual who is freer to work un- 
interruptedly on the task, and more accus- 
tomed to thinking, teaching, and writing 
about the field of accounting as a whole, 
than any practitioner is likely to be unless 
he combines an unusual amount of study 
and authorship with his actual practice. 
The most important advantages of the 
proposed Council on Accounting Research 
may be, then: (1) a closer coérdination of 
the efforts of teachers and practitioners in 
defining and working out the problems 
which are vital to both, and (2) the devel- 
opment of some plan whereby individuals 
of experience, ability, scientific attitude, 
and practical viewpoint, may be enabled to 
undertake specific tasks under such super- 
vision and guidance as shall contribute to 
successful accomplishment. It was suggest- 
ed that such a Council could, first, develop 
a research program and seek to codrdinate 
research activities along the most effective 
lines; second, sponsor work on projects 
which are seemingly of greatest current im- 
portance, seeking such financial and other 
support as is necessary for the work; third, 
provide supervision and guidance for the 
studies and make available such facilities 
and information as will be most helpful to 
research workers; and fourth, give such 
publicity to results of the research work as 
may be useful in assisting teachers and 
practitioners in the development and adop- 
tion of steadily improving standards of ac- 
counting training and accounting practice. 
The work of such an organization ought 
not to duplicate in any way work already 
being done by any other groups; in fact this 
should be most definitely avoided. The 
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Council would assume no other authority 
than that of suggesting and aiding in a 
study of the topics of importance to the 
growth and development of accountancy. It 
should help to unify research work in the 
field and to stimulate study and accomplish- 
ment in respect to fundamental problems. 

With some such understanding of the 
functions and purposes of the organization, 
the following individuals have accepted an 
invitation to become members of the Coun- 
cil of Accounting Research: 


John B. Canning—Professor of Eco- 
nomics at Leland Stanford Univer- 
sity. 

Charles B. Couchman—Member of Bar- 
row, Wade, Guthrie & Company; 
President, American Institute of Ac- 
countants. 

F. H. Elwell—Practicing accountant; 
professor of Accounting at University 
of Wisconsin; formerly member of 
C.P.A. Examining Board in Wiscon- 
sin. 

Harry A. Finney—Practicing account- 
ant; professor of Accounting at 
Northwestern University. 

Howard C. Greer—Professor of Ac- 
counting at University of Chicago; 
President, American Association of 
University Instructors in Accounting. 

Henry R. Hatfield—Professor of Ac- 
counting at University of California. 

Roy B. Kester—Professor of Account- 
ing at Columbia University. 

Eric L. Kohler—Practicing accountant ; 
Editor of Tae Accountine Review; 
formerly member of C.P.A. Examining 
Board in Illinois. 

John T. Madden—Dean of School of 
Commerce, Accounts, and Finance at 
New York University. 

George H. Newlove—Professor of Ac- 
counting at University of Texas. 

Homer S. Pace—Practicing accountant ; 
Editor of The American Accountant. 

William A. Paton—Professor of Ac- 
counting at University of Michigan; 
Editor of The Accountant’s Hand- 
book. 
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George W. Rossetter—Practicing ae- 
countant ; President, Chicago Associa- 
tion of Commerce. 

Thomas H. Sanders—Professor of Ac- 
counting at Harvard University; re 
cently President, National Associa- 
tion of Cost Accountants. 

Hiram T. Scovill—Professor of Ac- 
counting at University of Illinois. 
D. W. Springer—Secretary, American 
Society of Certified Public Account- 
ants; member of C.P.A. Examining 

Board in Michigan. 

Walter A. Staub—Member of Lybrand, 
Ross Bros. & Montgomery. 

Russell A. Stevenson—Dean of School 
of Commerce at University of Minne- 
sota. 

John R. Wildman—Member of Haskins 
& Sells; formerly Professor of Ac- 
counting at New York University. 


As an initial step in the work of the 
Council, its members were asked to mention 
those accounting problems which they con- 
sidered most in need of study and discus- 
sion. Responses have not yet been received 
from all members of the group, but the 
topics already suggested make a rather im- 
posing list. The writer has undertaken to 
consolidate the list of suggestions, and to 
arrange them in groups so that the scope 
of the suggested program may be clear. 
While any presentation at this time must 
necessarily be considered tentative and sub- 
ject to substantial modification, it may be 
helpful as a basis for further development. 

An examination of the outline below will 
make clear that the members of the Council 
have been thinking of the problems to be 
attacked as being not primarily those of 
fact-finding and fact-interpretation, but 
rather as those in which a logical and ra- 
tional solution must be found for perplex- 
ing questions of how the accountant shall 
deal with specific situations and conditions. 
The individuals offering suggestions—not 
the entire membership of the Council, but 
those who thus far have replied to the re 
quest—evidently believe that what is most 
needed in accountancy is the statement and 
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acceptance of sound, clear-cut definitions 
of the principles which should control in 
the preparation of accounting records and 
statements and the terms which should be 
ysed to express these principles so that they 
may be universally understood. Mr. Couch- 
man offers the comment that “The chief 
goal should be to produce statements con- 
taining less ambiguity, and to establish 
more uniform bases (of treating account- 
ing facts) among various organizations.” 

This serves to emphasize the prevailing 
view that the vagueness and uncertainty 
which surround accounting statements at 
the present time is a matter of concern to 
the profession and to the public generally. 
Accountancy must be more definite, more 
intelligible, and more positive if it is to gain 
public confidence as the proper means of 
stating and interpreting business and finan- 
cial facts. 

Again at this point the function of a re- 
search program should be made plain. Im- 
provement can come about only as account- 
ants, business men, and the public generally 
will support the maintenance of proper ac- 
counting standards. The adoption of stand- 
ards for accounting statements, as Colonel 
Rorty pointed out in a recent address be- 
fore the American’ Management Associa- 
tion, should not be confused with standard- 
ization of accounting procedure. Almost all 
corporation accounts provide the facts 
necessary for developing statements which 
will meet any reasonable standard of com- 
prehensiveness and intelligibility. What is 
needed is some understanding of how results 
should be measured and what constitutes 
adequate expression of them. It is a fair ex- 
pectation that if accounting standards are 
soundly developed and generally approved, 
accountants and business men will ultimate- 
ly wish to meet them. 

It is apparent that before there can be a 
standard some one must formulate some 
conception of what seem to be suitable speci- 
feations for the standard, and that this 
must be done by thoughtful, painstaking 
study of underlying principles and of condi- 
tioning practical factors. This would seem 
to be the province of the research worker. 
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It may be supposed that an individual 
assigned to such a task will familiarize him- 
self with basic theories on the subject, as 
best expressed at the present time; will ex- 
plore the field of practical application of 
such theories; will confer with those who 
are best informed as to the requisites of a 
sound and useful standard; will formulate 
tentative conclusions on the point ; will sub- 
mit them for criticism to a widely diverse 
group of accountants and others con- 
cerned ; and will ultimately develop a pro- 
posal which seems to him most likely to 
meet the requirements of the situation and 
to command the adherence of those able to 
make it effective. 

The subjects of research suggested by 
members of the Council are the following: 
A. Problems of Accounting Principle 

(Theoretical and Economic Aspects). 

1. Development of uniform terminol- 
ogy. 

2. Bases of income determination. 

8. Valuation of various classes of as- 
sets, such as— 

a. Inventories 
b. Securities 
c. Fixed property 

4. Comparison of various depreciation 
methods and formulae. 

5. Bases for classification and appor- 
tionment of costs. 

B. Problems of Accounting for Corporate 

Net Worth (Legal Aspects). 

1. Provisions of statutes and of cor- 
poration charters and indentures as 
to the original issuance, reacquisi- 
tion, retention, redemption, ex- 
change, etc., of shares of capital 
stock and the proper accounting for 
these transactions, including valua- 
tion in statements, determination of 
profits on resale, etc. 

2. Status of no-par-value stock with 
respect to stated value, paid-in sur- 
plus, earned surplus, cash dividends, 
stock dividends, etc.; also account- 
ing treatment when reacquired after 
stock has been sold at varying prices. 

8. Status of various classes of surplus 
and reserves. 
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4. Status of stock dividends, particu- 
larly in relation to intercompany ac- 
counting, trust accounting, income- 
tax calculations, etc. 

5. Statement of net worth in cases of 
merger, reorganization, receiver- 
ship, ete. 

6. Problems relating to valuation of 
property received in payment for 
capital stock, treatment of stock 
discounts and premiums, etc. 

C. Problems of Accounting in Relation to 
Financial (Business and Public) Policy 
Aspects). 

. Establishment of minimum require- 
ments as to content, classification, 
and valuation in published state- 
ments of: 

a. Commercial and industrial cor- 
porations 

b. Banks and trust companies 

c. Insurance companies 

2. Basis of distinction between items 
properly included in a statement of 
profit and loss and those to be treat- 
ed as surplus adjustments. 

8. Principles governing the use and 
preparation of consolidated and non- 
consolidated statements of affiliated 
enterprises. 

4. Determination of sound capital 
structure for various types of enter- 
prises. 

5. Method of valuation of assets for 
use as rate bases in public utility ac- 
counting. 

6. Establishment of equitable bases for 
determining income for purpose of 
taxation. 

It would seem from the above list that 
insofar as this expresses the views of the 
accountants, difficulties and uncertainties 
are greatest in respect to those points at 
which accounting adjoins the related ef- 
forts of economics, law, and financial poli- 
cy. Almost all of the problems suggested 
above are only partly questions of ac- 
counting. Many of the studies proposed 
must be endeavors to rationalize the pro- 
cedures of the accountant and coérdinate 
them with those of economists, legislatures, 
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courts, and financial institutions, They 
should also provide a basis for improved 
laws on corporate financial matters and 
better acceptance of sound accounting 
principles in matters of financial policy, 
judicial practice, and economic theory, 
Suggestions of two other types of prob- 
lems which were submitted informally by 
members of the Council are listed separate- 
ly below, because they seem more definitely 
problems of individual groups rather than 
problems of accountancy as a whole. The 
Council will doubtless give any assistance 
toward effective work on these problems 
that may be wanted by individuals or com- 
mittees within the groups concerned. 
D. Problems of Standards for Accounting 

Training. 

1. Determination of proper scope and 
content of accounting courses in 
schools preparing for professional 
work in accountancy. 

2. Development of practical problem 
material for accounting study. 

E. Problems of Standards for Accounting 

Practice. 

1. Development of a classification of 
accountancy services. 

2. Determination of responsibilities of 
public accountants for comprehen- 
siveness of examination, accuracy in 
certificates and statements, etc. 

The foregoing statements regarding the 
Council of Accounting Research has been 
prepared to indicate its scope and purpose 
and to describe the steps which have been 
taken toward developing a program which 
it will wish to sponsor and promote. It will 
now seek earnestly to improve this program 
by more clearly defining its objectives and 
by adding to or modifying them in any way 
which may be desirable. Its members are be- 
ing asked now to criticise the proposals put 
forward above and to suggest additions or 
alternatives to them. This invitation is ex- 
tended to everyone interested in the sub- 
ject. Every sincere and thoughtful recom- 
mendation will be welcomed. 

The next step will be the endeavor to 
have work-undertaken on the projects seen 


most in need of study. The Council will of- 
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fer its aid and at the same time ask assist- 
ance from associations of accountants, 
schools teaching accounting, bureaus of 
business research, and other organizations. 
An attempt will be made to obtain financial 
and other support for projects of merit 
when it is believed that competent people 
can be secured for conducting the studies. 
In the meantime communication will be 


maintained with all organizations interested 
in accounting, and particularly in account- 
ing research, so that work may be carried 
forward on a well codrdinated basis, with 
the use of all facilities and resources best 
adapted to the tasks at hand. 

The codperation and counsel of inter- 
ested accountants everywhere is most cor- 


dially invited. 
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CONTROLLING ACCOUNTS 
H. F. Taceart 


HEN the mechanics of the double- 
VW entry system are under considera- 
tion, questions as to the nature and 
functions of controlling accounts are sure 
to arise. Although it might appear that 
the nature of the controlling account is too 
well known to require any comment, as a 
matter of fact the term is continually 
abused both by students and by practi- 
tioners. 

Many textbook writers avoid the at- 
tempt to define the term. Since the art of 
definition is admittedly most difficult, the 
text often confines itself to description and 
example which are, of course, essential for 
the student’s understanding of the subject. 
Since definition does have its place in the 
logical examination of a subject, however, 
it may be well to take note of a few defini- 
tions that have been offered and to see how 
well they include those accounts which are 
“controlling” and exclude those which are 
not. Those given are not to be thought of 
as an exhaustive list. They are chosen not 
because of any unique characteristics, but 
merely as convenient pegs upon which to 
hang pertinent discussion. 

When the matter of the definition of an 
accounting term arises, one naturally turns 
first to Accounting Terminology, the offi- 
cial, even though tentative, pronouncement 
of the American Institute of Accountants. 
Apparently the controlling account is too 
well known to require the services of the 
Committee on Terminology, since no defini- 
tion is given. Another definition, however, 
raises the question as to whether, possibly, 
it may not be an example of the sort of 
abuse of the term “controlling account” 
which is described below. A “dividend ac- 
count,” according to this compilation, is 
“the controlling account in a general led- 
ger of a corporation to which is credited 
the amount of a dividend on the day of 
declaration and to which are charged 
cheques issued in payment thereof.” 


Whether such an account comes under the 
usual definition of a controlling account is 
at least questionable. 

A recent elementary text by Prickett and 
Mikesell offers the following: a controlling 
account is “one which shows in total that 
which is shown in detail by a number of 
other similar accounts.” It is not entirely 
clear whether the “similar” accounts re 
semble each other or the controlling ac- 
count, or whether the similarity is of form, 
content, or function. A resemblance in form 
between subsidiary accounts and the con- 
trolling account can hardly be intended, 
since dozens of examples come to mind in 
which the form of the subsidiary accounts 
bears no resemblance to that of the control. 
If the similarity is that of content, such 
well-recognized controlling accounts as 
Private Ledger, Factory Ledger, and 
Branch Ledger are eliminated, since in 
these cases many of the subsidiary accounts 
resemble neither the control nor each other 
in content. These same examples also ex- 
clude similarity in form as a necessary mu- 
tual characteristic of subsidiary accounts, 
since the expense, revenue, asset, and lia- 
bility accounts which may be found in a 
branch ledger, for example, need not resem- 
ble each other in any way as regards form. 
They do have one essential characteristic 
in common, however: since they are all ac- 
counts of a particular branch, they serve 
a common function. Accordingly, this must 
be the fundamental similarity which the 
authors of the definition had in mind, since 
all groups of subsidiary accounts must 
have it. The functions of subsidiary and 
control are not alike, of course, so that the 
similarity must be that of function as be 
tween the various subsidiary accounts 
themselves. They may, it is true, resemble 
each other in form and content, also, and 
quite generally do, but these likenesses are 
not basic. 

This definition does not specifically ex- 
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dude from the category certain accounts, 
ysed at the ends of fiscal periods for con- 
venience in closing, which might better be 
called “summary” accounts. Examples of 
such accounts are Profit and Loss, Loss 
and Gain, or Expense and Revenue, and 
such summarizing accounts as Selling Ex- 
pense, Administrative Expense, and the 
like. The distinction between these accounts 
and controlling accounts is that the former 
group receive information only at the time 
itis closed out of the “subsidiary” accounts 
to which they are related, while the true 
controlling account contains data simul- 
taneously found in its subsidiaries. The 
definition, therefore, needs the addition of 
some word or phrase to indicate this state 
of affairs and thus more closely to “de- 
fine’ —set a limit to—the class of accounts 
which it seeks to include. 

The first edition of the Accountants’ 
Handbook contains two definitions of the 
controlling account which illustrate mat- 
ters here under consideration. One is intro- 
duced in connection with a general study 
of accounting principles. “Controlling ac- 
counts,” it states, “are accounts kept in 
the general ledger to which are posted, from 
the journals, totals of debits and credits.” 
This statement contains three glaring 
faults, one of which is partially atoned for 
by the next sentence, which says, “The de- 
tails of debits and credits are posted to 
subordinate ledgers which the controlling 
account governs.” If it were not for this 
qualification, Cash, Sales, and Purchases, 
for example, might be mistaken for con- 
trolling accounts, since they almost in- 
variably receive their postings in totals. At 
this very point is found one of the most 
common abuses to which the term “con- 
trolling account” is subjected, especially 
by students. They are prone to the belief 
that any account which receives postings 
in totals is a controlling account. As a 
matter of fact, it is by no means an essen- 
tial characteristic of a controlling account 
that it receive its data in the form of to- 
tals, and the converse of this proposition 
is also far from true. 
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As a description of the procedure by 
which the “subordinate ledgers” receive 
their contents, the second sentence of this 
definition is decidedly misleading. The file 
of unpaid vouchers, made up in the process 
of preparing the original evidence of the 
transactions which they represent, consti- 
tutes the ledger subsidiary to Vouchers 
Payable control. No formal “posting” of 
detailed entries to formal accounts is in- 
volved. In thousands of cases the customers’ 
ledger consists of copies of invoices, made 
by duplication, by hand or by machines, 
when the primary records of sales trans- 
actions were set down. The credit “post- 
ing” im these cases usually consists of 
merely withdrawing the slips from the ac- 
tive file and destroying them or placing 
them in an inactive file. The term “posting” 
must be pretty broadly stretched to cover 
such operations. 

An outstanding fault of this definition 
is the statement that the controlling ac- 
count is to be found in the general ledger. 
This would exclude so common a form of 
controlling account as Accounts Receiv- 
able in a branch ledger. Many other cases 
exist in which an account found in a sub- 
sidiary ledger is itself a control over a 
group of accounts still further removed 
from the general ledger. An astonishing 
number of definitions make the same error. 
In the second edition of the Accountants’ 
Handbook, for example, is found the state- 
ment, “The special ledgers are invariably 
represented in the general ledger by a con- 
trolling account.” It is unusual, in fact, to 
find any recognition of the fact that the 
hierarchy of ledgers may be of more than 
two ranks. Krebs and Kohler and Morrison 
are outstanding exceptions. 

The final comment to be made concern- 
ing this definition is that it admirably il- 
lustrates the danger of making a definition 
too precisely descriptive. 

In connection with cost accounting, the 
first edition of the Accountants’ Handbook 
has this to say about controlling accounts: 


In general accounting a control account is 
defined as one which shows in total details 
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found in a subsidiary record. In cost account- 
ing a control account may be defined as one 
which is charged or credited with all trans- 
actions in connection with a certain pre- 
scribed function of the business. . . . One defi- 
nition emphasizes the quantitative feature; 
the other the functional feature of control ac- 
counts. 

Certainly the second definition is not com- 
plete without the first. It would include all 
general ledger accounts, regardless of any 
subsidiary record to which they might be 
related. 

A definition sufficiently noncommittal not 
to shut out any worthy candidates and yet 
so precise as to seem capable of discour- 
aging those accounts with which controlling 
accounts are occasionally confused is that 
of Paton: “A controlling account may be 
defined as an account which exhibits in 
summary form data which are shown else- 
where, concurrently, in detail.” Even this 
definition, however, is by no means so per- 
fect that it requires no defense or inter- 
pretation. The term “elsewhere,” for exam- 
ple, might seem, at first glance, to permit 
books of original entry, as well as ledgers, 
to be the location of the detailed data, and 
therefore to admit other than controlling 
accounts to the category. Cash account, 
for example, shows receipts in total, the 
details of which are found in the cash book. 
Presumably, however, the situation is saved 
by the fact that the cash book is closed out 
in the process of posting and that therefore 
the two records cannot be fairly called con- 
current. Possibly the definition could be 
improved by inserting, after “elsewhere,” 
the phrase, “in records of ledger charac- 
ter.” 

The term “concurrently” needs some 
elaboration. It cannot mean “continuous- 
ly” since there are only certain times, gen- 
erally speaking, when the content of detail 
and control are the same. There is a lag in 
posting the control of a day, a week, or 
a month, depending on accounting pro- 
cedures. With machine methods of book- 
keeping it is possible to keep the control 
most closely in agreement with the sub- 
sidiaries, the control posting usually oc- 
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curring immediately after the daily detail 
postings. In the majority of cases, however, 
actual agreement between control and de 
tail can be expected only at the end of the 
month. “Concurrently” is sufficiently ac. 
curate, however, if it is understood that 
exact correspondence between detail and 
control is established as often as necessary 
for the practical working of the system. 

Some of the misconceptions with regard 
to the nature of controlling accounts have 
already been mentioned. The student’s no- 
tion that all accounts which receive post- 
ings in total are controlling accounts is ex- 
plainable by the fact that the subject of 
controlling accounts is generally intro- 
duced in connection with the study of the 
special-column device. That the controlling 
account and the special column are very 
closely related there can be no denying, but 
it ought to be roundly emphasized that 
only certain of the totals posted from spe 
cial columns go to controlling accounts. 
The rest go to quite ordinary accounts of 
exactly the same nature as those to which 
individual postings are made. 

A more serious corruption of the term 
“control” occurs in a trust company ac- 
counting system recently brought to the 
attention of the writer wherein the cash 
account of an individual trust is known as 
the “Cash Control.” To this account the 
postings are made by machine in individual 
items. The idea apparently is that all gen- 
eral ledger accounts are control accounts. 
This view is reinforced by the fact that the 
corpus account is also known as a “con- 
trol,” although it controls nothing but it- 
self. In the case of the cash account, the 
name might be attributed to the notion 
that this account performs some functions 
not performed by the other trust accounts. 
Since in it are shown all the transactions 
of the trust (with few exceptions) and their 
details, the cash account is thought in 
some way to govern the content of all the 
other trust accounts. Where, as in the above 
case, the trust ledger is on the basis of 
complete double entry, such a notion is 
hardly consistent with the facts. 
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The precise status of controlling ac- 
counts with respect to the double-entry 
system is a matter of some apparent un- 
certainty. The question is of purely aca- 
demic interest, since, in any case, the utility 
~f controlling accounts is not affected. The 
opposite poles of the argument, if argu- 
ment it can be called, are represented by 
Cole and Kester. The former says that the 
subsidiary ledger “is subordinate only in 
the bookkeeping sense . . . actually repre- 
senting the real thing. . . .” Kester, on the 
other hand, declares that “the customers’ 
ledger has ceased to be a ‘ledger’ in the 
proper sense of the term” and that “the 
postings in the subsidiary ledger are mere- 
ly memorandum entries,” although he ad- 
mits that they are vital to complete book- 
keeping. Cole is supported by Pixley, who, 
in the Accountant’s Dictionary, suggests 
that all controlling accounts be placed in 
a separate “control ledger,” which shall 
contain controls over all the other ledgers. 
Although he admits that the placing of 
controlling accounts in ordinary ledgers 
alongside ordinary accounts is not especial- 
ly objectionable, and has the merit of con- 
venience, he insists that the controlling ac- 
counts are of an essentially different order 
from other accounts, being merely part of 
the mechanical equipment of keeping books, 
and should therefore be segregated. Their 
content has no independent significance and 
they do not rank with other accounts as 
part of the double-entry system. 

What, then, is the controlling account? 
Is it a mere cog in the bookkeeping ma- 
chinery, a completely non-significant entity 
whose debits, credits, and balances have 
no meaning of their own; or does the con- 
trolling account, on its creation, assume 
the essence of all the accounts which it rep- 
resents, relegating them to a position sub- 
ordinate not merely in the mechanical sense 
but also in the very real sense that they 
cease to be a part of the double-entry 
scheme? In the long run the facts are def- 
initely on the side of the former interpreta- 
tion. The controlling account has no valid- 
ity, per se. At brief notice, however, and 
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for certain individuals, the controlling ac- 
count certainly does assume a somewhat 
independent importance. To the treasurer 
of a corporation the total of accounts re- 
ceivable has a definite meaning, regardless 
of the fact that it is essentially composed 
of individual balances. In calling for in- 
formation about trade debtors he has the 
total volume of customers’ obligations in 
mind, and would very properly resent be- 
ing presented with a detailed list. For im- 
mediate purposes the balance of the control 
represents trade receivables as a totality, 
a significant financial datum, even though 
its validity depends on its agreement with 
the subordinate accounts. 

The type of controlling account best 
represented by Branch Ledger presents a 
more important exception to the conclusion 
reached in the preceding paragraph. Here 
the subsidiary may contain all the kinds 
of accounts found in the general ledger, 
only proprietorship being absent, or, more 
likely, represented by an account which is 
the reverse of the general ledger control. 
In such a case the great majority of post- 
ings to the branch ledger may not affect the 
control at all. Only those transactions 
which change the relationship of branch 
and main office are reflected by entries to 
the controlling account. The balance of the 
control is simply the net balance of the debit 
and credit balances of the subsidiary ac- 
counts. As an algebraic summation it has 
no meaning as do the balances of Accounts 
Receivable or Creditors’ Ledger. It does, 
however, quite independently of its rela- 
tion to the branch ledger, reflect the in- 
vestment of the main office in the branch, 
or, in the rare case of a credit balance, the 
excess of returns from the branch over all 
investment therein. So different is this type 
of controlling account from Accounts Re- 
ceivable, for example, that some enterpris- 
ing terminologist might well give attention 
to the desirability of a term other than 
“controlling” to describe it. 

At the opposite pole, as regards inde- 
pendent significance, is such an account as 
“Private Ledger.” This account ordinarily 
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reflects an arbitrary segregation of con- 
fidential accounts, the sum or net balance 
of which usually is of no consequence what- 
ever. Here is the clearest case in which the 
controlling account may be said to be a 
mere cog in the double-entry mechanism. 

The functions of the controlling account 
remain to be studied. Not all writers are 
agreed as to what these are, but all testify 
to their great importance. Thompson is 
perhaps the most enthusiastic when he 
says, “Except for this mechanical balance, 
which the division of the ledger makes pos- 
sible, it is doubtful whether double-entry 
bookkeeping could be employed in modern 
business organizations.” He here refers to 
what may be described as the “number one” 
function of controlling accounts, namely, 
facilitating double-entry bookkeeping by 
means of shortening and simplifying the 
trial balance. The trial balance is the heart 
of the double-entry system from a mechani- 
cal standpoint. Anyone who has had ex- 
perience in making up trial balances, even 
under the most favorable circumstances, 
would hesitate long before tackling one 
which consisted af several thousands of ac- 
counts, posted with many more thousands 
of entries by a considerable staff of book- 
keepers from a mass of heterogeneous 
original records. The contemplation of such 
a situation makes it easy to understand 
what Thompson has reference to. The judi- 
cious use of controlling accounts reduces 
such a trial balance to one of perhaps a 
hundred accounts, many of them inactive, 
which have changed during a month by a 
few hundred entries at the most. The sys- 
tem as a whole must still balance, it is true, 
but the balancing process is so broken up 
that it can be gone at by groups of ac- 
counts, each group quite independent of 
the others and having its own method of 
verification and its own test of accuracy. 
The procedure is strongly reminiscent of 
good military strategy: once you divide 
the enemy’s ranks and can attack him piece- 
meal, he is yours. 

It is important to note precisely how 
this result is brought about. The secret 
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lies in the fact that the controlling account 


is not as subject to error as the subsidiaries,” 


In a control over a thousand customers’ 
accounts two entries may represent three 
or four thousand detail postings. Every 
posting is a potential upsetter of the trial 
balance. It is evident that the destructive 
possibilities latent in two postings are much 
less than those in twice as many thousands. 
Furthermore, the sources from which the * 
controlling entries come are comparatively 
easy to check, since they are generally col- 
umn totals in self-balancing journals. 

The last statement necessitates an in- 
quiry into the true relation of the control- 
ling account to the special-column device 
in journalization. In the majority of cases 
the two devices are very closely related. In 
all cases where the subsidiary accounts are 
active, the special-column device is neces- 
sary, not only in order that the keeping of 
the control may not be too burdensome, but 
actually that the principle which produces 
the true control may be carried out. This 
principle demands that the control post- 
ings be independent of the detail postings. 
It is best exemplified in those cases in 
which the detail postings are made from 
original sales slips, and the like, and not 
from entries in the journal, from the total 
of whose columns the control postings are 
made. 

Machine bookkeeping merely carries 
the special-column device a step further. 
The totals usually posted daily to the con- 
trols are of the same sort as those obtained 
in handwritten journals. The machine 
brings about a closer connection between 
control and detail by its method of daily 
proof of postings. This proof does not ab 
solutely insure that control and detail real- 
ly balance; it merely creates a strong pre 
sumption to that effect. Actual balance can 
be ascertained in only one way, namely, by 
listing and totaling the subsidiary ac- 
counts. So trustworthy is the daily proof, 
however, that the control is much more ef- 
ficacious, and, accordingly, a much larger 
number of accounts may be subsidiary to 
one control when posting is done by ma- 
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chine than when hand posting is relied upon. 

In spite of the fact that the special- 
column device is usually of great impor- 
tance to the controlling account, there are 
situations in which controlling accounts are 
distinctly indicated, although special col- 
umns in books of original entry or book- 
keeping machines would be entirely super- 
fuous. Such a situation arises in case the 
subsidiary accounts are very inactive. I]l- 
lustrations are to be found in many plant 
or property ledgers where the accounts, 
though numerous, receive few entries. In 
such cases special columns are not justi- 
fied, and the same detail postings are made 
to the control as to the subsidiaries. The 
function of the controlling account here is 
confined to reducing the size of the trial 
balance, since the control is little, if any, 
easier of verification than are the sub- 
sidiaries. 

At this point it is possible to regard the 
term “control” and find out precisely what 
is meant by its use in this connection. The 
term has recently come to be very popular 
in accounting circles in a sense different 
from the one outlined above. This new 
meaning appears in the expression “bud- 
getary control” and in Castenholz’s The 
Control of Distribution Costs and Sales. 
This kind of control is the conscious and 
active effort of the management to bring 
about the proper relationship of the vari- 
ous functions of the business to each other 
and to the final result produced. Although 
controlling accounts play a part in this 
process, they do so only through the fact 
that they facilitate those bookkeeping pro- 
cedures which are the tools of management. 
Their réle is passive, not active, and they 
come by their name for quite another rea- 
son than that they are concerned in the 
control of operations. Students’ tendency 
to confuse the two kinds of control are fos- 
tered by such statements as the following, 
from Amidon and Lang: “Cost account- 
ing furnishes a great mass of detailed in- 
formation by costing the product at each 
step of the manufacturing process, and 
then keeping such costs always under con- 
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trol through the use of cost controlling ac- 
counts.” It is not surprising to find the 
notion that “cost controlling accounts” 
are somehow similar to municipal budgets. 
The fact is that the controlling account 
device merely facilitates the keeping of 
double-entry books under conditions which 
demand, for purposes of managerial con- 
trol, a “great mass of detailed informa- 
tion.” The controlling account is not the 
invention of the cost accountant; he has 
merely adapted it to his needs. 

The controlling account “controls” its 
subsidiaries simply in this sense: once its 
balance is established, through a trial bal- 
ance of the ledger in which it is contained, 
a very strong presumption is created that 
the total of the subsidiaries, if they have 
been properly kept, must conform to its 
balance. Ultimately, of course, the control 
runs the other way. No entry in the control 
is justified except through a similar entry 
in a subsidiary account. For this reason, 
it has even been suggested that the con- 
trolling account should rather be called a 
“controlled” account. Immediately speak- 
ing, however, the balance of the controlling 
account sets a goal toward which he who 
is verifying the subsidiaries must aim. The 
burden of proof is presently on the sub- 
sidiaries, even though ultimately the con- 
trol must conform to them. 

Several other functions are ascribed to 
controlling accounts by various writers. 
Only a few seem to be distinct from the 
principal function heretofore described. Of 
major importance is the fact that the con- 
trolling account gives day-to-day summary 
information to the management. For some 
purposes the management is not interested 
in details, but in totals. Furthermore, the 
bookkeeping department can hardly ex- 
pect the managerial officials to wait until 
details can be posted, balanced, added, and 
proved before rendering the desired infor- 
mation. Entirely aside, then, from the aid 
which controlling accounts render in car- 
rying out the niceties of the double-entry ~ 
balance, they are of use in furnishing 
prompt summary information. 
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A minor consideration is the check on 
the work of subordinates which the con- 
trolling account is said to give the chief 
bookkeeper. Many writers claim that the 
controlling account is responsible for the 
advantages derived from division of book- 
keeping labor. That is not true. Groups of 
accounts could be placed in separate led- 
gers under the care of special bookkeepers 
without the intervention of the control. The 
division of labor is a function of the divi- 
sion of the ledger. It is doubtless somewhat 
facilitated by the internal check feature 
above mentioned. The greatest utility of 
this function is to be found in cases where 
the subsidiary ledgers are far removed 
physically from the general bookkeeper, as 
in the case of branch and factory ledgers. 

Another advantage occasionally ascribed 
to the controlling account (by Kester, for 
example) is a reduction in the size of the 
general ledger. This may be of real im- 
portance, especially to hand-kept systems, 
since books of account often do become un- 
wieldy and hard, especially for girls, to 
handle. With machine equipment, however, 
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and properly devised trays and transpor- 
tation facilities, mere size is not of great 
importance. Again, it must be noted that 
the general ledger could be decreased in size 
by mere subdivision, without controlling 
accounts. 

To summarize: a controlling account is 
an account which, contained in the general 
or some other superior ledger and posted 
usually in total, contains, in summary, in- 
formation which is found concurrently, in 
detail, in ledger records of a subsidiary 
character. The chief functions of the con- 
trolling account are three, of which the 
first far outweighs the others: (1) it 
greatly facilitates the process of double 
entry bookkeeping by shortening the gen- 
eral ledger trial balance and thus segre- 
gating the possible sources of error; (2) 
it furnishes summary information in cases 
where detailed information either is not 
immediately available or is of no impor- 
tance; (8) it furnishes a basis for main- 
taining a check upon the activities of the 
bookkeepers entrusted with the subsidiary 
ledgers. 
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APPRECIATION AND THE STATUTES 


ME O. LuUNDAHL 


EsPITE the fact that business en- 
D terprises are experiencing a per- 
iod of falling prices and costs, the 
question of whether or not surplus arising 
from unrealized appreciation of assets is 
available for dividends is still important. 
During the last few years this has been a 
troublesome problem for the business man, 
the accountant, and the lawyer to handle, 
and many opinions have been expressed in 
discussions of the question. These differ- 
ences of opinion are due in a large part to 
the fact that the business man and the ac- 
countant have looked to the law for help 
in answering the question. The law, because 
it is utterly lacking in uniformity as to its 
treatment of the problem, has presented a 
background of a bewildering variety of 
ideas and opinions. 

It is of the utmost importance that law 
and accounting be in agreement in regard 
to the treatment of a problem of this sort 
so that the business man can be advised 
not only as to the logical procedure to be 
followed, but as to its legality as well. 

The basic question is: Can surplus aris- 
ing from unrealized appreciation of assets 
be distributed as cash dividends? In the 
past few years this question has con- 
tinually been brought into accountants’ 
discussions, and articles on the question 
have quite frequently been published. A 
search through articles in accounting peri- 
odicals and a study of accounting books re- 
veal that the writers in dealing with the 
question are, with few exceptions, quite defi- 
nitely of the opinion that unrealized ap- 
preciation of assets cannot form the basis 
of cash dividend payments. Some account- 
ants go so far as to say that unrealized 
appreciation cannot give rise to any form 
of surplus. Other accountants are willing 
to recognize unrealized appreciation of as- 
sets in the statements, but insist that it be 
80 labelled in the surplus section. 

What view does the law present on this 


question? All the states have enacted stat- 
utes governing in a general way the pay- 
ment of dividends. Prior to 1928 no state 
statutes contained any provisions stating 
that a payment of dividends from un- 
realized appreciation was or was not legal. 
In 1930 Professor E. R. Dillavou made a 
very thorough study of the law on this 
question. At that time there were six states 
which had enacted statutes specifically 
mentioning dividends from unrealized ap- 
preciation of assets. In the Ohio and Idaho 
statutes such a dividend was made illegal, 
while in the Wisconsin statute it was made 
legal. In the New York and Vermont stat- 
utes a dividend from unrealized apprecia- 
tion of assets was legal by implication. The 
Alabama statute permitted stock dividends 
from an increase in the value of assets, but 
did not permit cash dividends to be paid 
from the increase. 

Professor Dillavou divided the remain- 
der of the states into the balance-sheet 
group and the profit-and-loss-statement 
group. In the balance-sheet group are nine- 
teen states’ whose statutes forbid dividend 
payments if the corporation is insolvent or 
will be thereby rendered insolvent, or if 
the capital stock is thereby impaired. In 
these states there has been difficulty in in- 
terpreting the statutes in the courts, for 
the statutes are not specific as to whether 
present value or cost value of the assets 
shall be used for purposes of determining 
whether the corporation is solvent or 
whether its capital stock has been im- 
paired. If the common law permits present 
value to be used, then appreciation would 
logically be included in the basis for a 
dividend payment. 

The profit-and-loss-statement group 


2 Arkansas, Colorado, Florida, Illinois, Iowa, 
Kansas, Kentucky, Maryland, Massachusetts, 
Michigan, Minnesota, Missouri, Mississippi, Ne- 
braska, New Hampshire, Tennessee, Texas, Wyom- 
ing, and Virginia. 
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consists of eighteen states? whose statutes 
state that dividends cannot be paid except 
from the surplus profits of the business. 
Here also the courts have had much diffi- 
culty in interpreting the statutes, for, in 
certain cases in this group, it has been 
made to appear that unrealized apprecia- 
tion is available for dividends, because ap- 
preciation has been included in profits. 
This occurs when profits are conceived to 
be the net increase in wealth during a pe- 
riod, that is when assets are valued at pres- 
ent worth and not at cost. 

Six states give the directors of a cor- 
poration the option of paying dividends 
from whatever source they choose; namely, 
profits or the excess of assets over liabili- 
ties and capital stock.*® 

In summing up this study of the law of 
dividends we find that there are certain 
states where the law looks only to the bal- 
ance sheet in determining whether or not 
a dividend is possible, and that there are 
certain other states which look to the 
profit-and-loss statement to determine the 
availability of surplus for dividends. In 
this group the courts have differences of 
opinion over what constitutes a profit. 
There are certain states which have stat- 
utes governing the payment of dividends 
in which the language is explicit enough 
so that one can determine the view of the 
law on the question. In this group there 
are statutes holding both for and against 
the payment of dividends from unrealized 
appreciation of assets. Lastly, there are 
certain states which give the directors the 
option of paying dividends from whatever 
source they choose. 

It cannot therefor be said that there is 
any uniformity in either the statute law 
or the common law concerning the ques- 
tion, and the accountant can not say that 
the accounting principle which is against 


* Arizona, California, Georgia, Indiana, Louisi- 
ana, Maine, Montana, New Mexico, North Caro- 
lina, Oklahoma, North Dakota, Pennsylvania, 
Rhode Island, South Carolina, South Dakota, 
Utah, Washington, and West Virginia. 

*Connecticut, Nevada, Delaware, New Jersey, 
and Oregon. 
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the payment of dividends out of surplus 
arising from unrealized appreciation jg 
backed by the law and legal opinion. Ip 
certain states the law is directly opposed 
to the accounting principle, and in others 
it may be aligned with the principle, or 
it may be stated in language which can 
be interpreted either way. 

It is the opinion of the leading account- 
ants in the United States that surplus 
arising from unrealized appreciation of as- 
sets is not available for cash dividends. 
The accountant has looked to the law to 
strengthen this opinion and in the law he 
has found only confusion. Will the law 
continue to stand in its confusion and set 
itself forth as representative of the legal 
opinion of only a local area? Or, is there 
some indication that the law is beginning 
to apply the same reasoning as is used by 
the accountant? 

If one examines the trend of the law in 
the last few years, it is seen that statutes 
are being considered and have been adopted 
which apply directly to the question of the 
availability of appreciation for dividends. 
Some of these statutes make appreciation 
legally available for dividends, but the 
trend of new legislation seems rather to 
ward making appreciation not available 
for cash dividends. It is hard to say 
whether or not the law is following ac- 
counting theory in this. Perhaps the ques 
tion has been understood by the legal pre 
fession, but because of the difficulties of 
changing the statutes or adopting new 
ones and of harmonizing the common law 
under a variety of interpretations of 8 
variety of statutes, the condition has been 
inadequately cared for. Nevertheless, it 
can be said that the law and accounting are 
coming more and more into agreement. A 
great step in this direction was the formu 
lation of the Uniform Business Corpora- 
tion Act. 

The Commission on Uniform State Laws 
recognized the need for a uniform corpor@ 
tion law as early as 1909.* It is very ur 


“The Uniform Business Corporation Act, Bul- 
letin Form, p. 1. 
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likely that dividend policies presented a 
very important problem at that time, es- 
pecially the problem of the availability of 
appreciation for dividends. Accounting 
was not well developed and the practice 
of writing up the assets was practically 
unknown, except in a few cases of good- 
will. The subject of a Uniform Business 
Corporation Law was presented at many 
succeeding sessions of the committee until 
the present act was tentatively approved 
in 1927, and finally approved and recom- 
mended for adoption to the several state 
legislatures at the meeting of the con- 
ference in 1928. 

The act was formulated after painstak- 
ing effort, and after much discussion at the 
various conferences of the Commission. Re- 
cent developments in corporation laws in 
this country, in England, and in Canada 
as well as case law on corporate problems 
were reviewed. Copies of the proposed act 
were submitted to the members of the bar 
throughout the United States, and a num- 
ber of changes were made as a result of 
their criticisms. 

The Uniform Business Corporation Act 
is very definite in its treatment of the avail- 
ability of appreciation for dividends. It 
states : 

No corporation shall pay dividends in (a) 
in cash or property, except from the surplus 
of the aggregate of its assets over the aggre- 
gate of its liabilities, including in the latter 
the amount of its capital stock, after deduct- 
ing from such aggregate of its assets the 
amount by which such aggregate was in- 
creased by unrealized appreciation in value or 
revaluation of fixed assets; (b) in shares of 
the corporation, except from the surplus of 
the aggregate of its assets over the aggregate 
of its liabilities including in the latter the 
amount of its capital stock.® 


There is no question but that this act 
would adequately take care of the prob- 
lems connected with unrealized apprecia- 
tion and dividends. The language is ex- 
plicit and is not subject to interpretations. 

Since the approval and recommendation 


_*The Uniform Business Corporation Act, Sec- 
tion 24, 4, p. 49. 
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of the act in 1928, several states have 
repealed or amended their old statutes 
which had to do with dividends. Perhaps 
the Uniform Business Corporation Act 
formed a model for much of this legisla- 
tion. It is at least safe to assume that these 
states had access to the act. 

Thus far the Uniform Business Cor- 
poration Act has been adopted with cer- 
tain amendments by three states—Idaho, 
Tennessee, and Louisiana. Ohio has not 
adopted the act, but the provisions in its 
own statute regarding the payment of 
dividends out of unrealized appreciation 
are identical with those in the Uniform 
Business Corporation Act. There is no in- 
formation as to how many other states 
have considered this act, or how many are 
considering it at the present time. 

In 1929 Indiana repealed the Corpora- 
tion Act of 1921 and passed an act specifi- 
cally covering the question of dividend pay- 
ments for unrealized appreciation: 

Dividends may be paid in cash, in property, 
or its shares of the capital stock of the cor- 
poration, but no dividend payable in cash or 
property shall be paid out of surplus due to 
or arising from unrealized appreciation in 
value, or from revaluation of assets.* 


The 1921 Act provided that: 


No corporation shall declare or distribute 
any dividend to preferred stockhqjders or 
common stockholders except from the profits 
of the business corporation.’ 


In the 1921 Act no mention is made of 
the availability of unrealized appreciation 
for dividends and the act is subject to all 
of the conceptions of profit. 

In 1931 Michigan passed an act govern- 
ing the payment of dividends. It provided 
that unrealized appreciation shall not form 
the basis of dividend payments: 


The directors of every corporation formed 
or arising under this act, subject to any re- 
striction contained in its articles, shall have 
power to declare and pay dividends upon the 
shares of its capital stock either from earned 


* Burns, Indiana Statutes, 1929, 4883. 
™ Burns, Annotated Indiana Statutes, 1926, Sec- 
tion 4846, p. 397. 
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surplus or from net earnings. In determining 
earned surplus, appreciation of the value of 
the assets of the corporation shall not be in- 
cluded until realized.® 


Formerly Michigan restricted the pay- 
ment of dividends only by providing that 
dividends could not be paid when the cor- 
poration was insolvent, or when the cor- 
poration would be rendered thereby in- 
solvent. 

The State of Washington passed an act 
in regard to Banks and Trust Companies 
on February 21, 1981. It provided regu- 
lations for dividend payments and specifi- 
cally states how appreciation shall be 
handled : 


No bank or trust company shall declare or 
pay dividends to an amount greater than its 
net profits then on hand which net profits shall 
be determined only after deducting: (1) All 
losses; (2) all assets or depreciation that the 
supervisor of banking or a duly appointed 
examiner may have required to be charged 
off, and no bank or trust company shall enter 
or at any time carry on its books any of its 
assets at a valuation exceeding the actual cost 
to such bank or trust company without first 
obtaining the written consent of the super- 
visor of banking to such valuation.® 


This would seem to indicate that the 
persons drawing up the act had in mind 
that appreciation should not form the 
basis of a dividend, and that it would not 
even be allowable to place appreciation on 
the books for any purpose until the ex- 
aminer had passed on it. The statute on 
corporations states that: 


It shall not be lawful for the trustees to 
make any dividend except from the profits of 
the business of the corporation.’® 


This language could hardly be inter- 
preted as including appreciation in profits 
since the statute states “net profits arising 
from the business of the corporation.” 

The states of California amended its 
corporation laws in regard to dividend 


* Public Acts of Michigan, 1981, p. 575. 

* Laws of Washington, 1981, p. 51. 

* Remington’s Compiled Statutes of Washing- 
ton, 1927, p. 3823. 
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payments and the question of the avail- 
ability of unrealized appreciation for diyi- 
dends is specifically covered: 


No dividend shall be declared out of mere 
appreciation in the value of its assets not yet 
realized.” 


In 1981 a Business Corporation Act was 
proposed in Illinois to supplant the Gen- 
eral Corporation Act of 1919. It is of in. 
terest to note that the committee chosen 
to draw up this act included among several 
lawyers four certified public accountants, 
The committee stated that the 1919 act 
did not meet the requirements of present 
day business and as a result many corpora- 
tions organized in this state had been ham- 
pered in the conduct of their affairs. 

In commenting on the payment of divi- 
dends the committee stated that it is prac- 
tically universal that dividends cannot be 
paid out of capital and that it is obvious 
that no dividend should be paid at the time 


when the corporation is insolvent, or § 


which would render the corporation insol- 
vent. Also that “the practice of creating 
a surplus by the mere write-up of the valu- 
ation of fixed assets such as patents, good- 
will or interests in real estate, and then 
using such surplus as a basis for the pay- 
ment of cash dividends is clearly vicious. 
Dividends from a surplus so created should 
not be paid, other than in the form of 
share dividends, until the appreciation in 
value is realized.”*” 

The section in the proposal governing 
the payment of dividends from unrealized 
appreciation is as follows: 


No dividend, except a dividend »:=:able in 
its own shares, shall be declared u: paid out 
of surplus created by or arising from ur 
realized appreciation in value, or revaluation 
of fixed assets.*® 


The proposed act was not accepted. No 
objections, however, were raised to the 
dividend clauses. A new commission is now 


" California Civil Code, 1981, p. 78, Sec. 3463 

2The Proposed Business Corporation Act for 
the State of Illinois Bulletin Form, 1931. 

*The Proposed Business Corporation Act fot 
the State of Illinois, Bulletin Form, 1931, p. 40. 
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yorking on the proposed act and the act 
will very likely be submitted for reconsid- 
eration in a short time. 

In looking over these new developments 
in dividend laws, one can very well con- 
dude that accounting and law are coming 
more and more into agreement on the ques- 
tion of whether or not surplus arising from 
unrealized appreciation of assets is avail- 
able for cash dividends. 

The view of the majority of the leading 
accountants in the United States is that 
unrealized appreciation can not advisedly 
form the basis of a cash dividend. Until 
the last few years the accountant could 
find little in the law to support this view. 
The trend, however, is towards the adop- 
tion of statutes directly governing the 
question without waiting for the common 
law to settle the issue. 

The adoption of the Uniform Business 
Corporation Act by all the states would 
relieve the common law of confusion in 
S this matter. Three states have adopted 
this act since its recommendation to the 
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state legislatures in 1928. Other states 
have drawn up corporation acts since 1928 
which have provisions covering the pay- 
ment of dividends out of unrealized ap- 
preciation of assets. All of these later acts 
resemble the Uniform Business Corpora- 
tion Act in their provisions covering divi- 
dend payments, and it is very likely that 
access was had to this act when the pro- 
visions were drafted. 

In the last three years seven states have 
adopted statutes making illegal a payment 
of dividends out of surplus arising from un- 
realized appreciation of assets. Other 
states are considering proposed corpora- 
tion acts in which the question is covered 
definitely and clearly. 

It is safe to say, therefore, that the trend 
of the law is now towards making cash 
dividend payments from unrealized appre- 
ciation illegal by statutory enactment, and 
it is safe to predict therefore, that law 
and accounting will soon be thoroughly in 
agreement as to the permissible source of 
all dividend payments. 
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keeping textbooks published prior to 

1850 is designed to supplement the 
catalogues of the Montgomery Collection 
at Columbia University. Taken together 
these two check lists will afford a rather 
comprehensive view of the textbook materi- 
als of this field which are available in Amer- 
ica. No attempt has been made to include 
old manuscript account books, or treatises 
on accounting history. 

Each entry includes an indication of the 
present location of the book; if it can be 
found in several places, several libraries are 
named. A list of all the libraries mentioned 
follows. The italic indicates the abbrevia- 
tions used. 


T ue following bibliography of book- 


University Libraries: 
University of California (Calif.) ; Uni- 
versity of Chicago (Chgo.) ; University 
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H. R. Hatrrecp ann A. C. LITTLETON 


of Illinois (Jll.) ; Ohio Wesleyan Univer- 
sity (Ohio Wes.) ; University of West- 
ern Ontario (Ontario) ; Baker Librar 
of Harvard University (Harvard) ; Uni- 
versity of Toronto (Toronto) ; Univer. 
sity of Wisconsin ( Wis.) ; Yale Univer. 
sity (Yale). 


Society Libraries: 
American Antiquarian Society, Worcester, 
Mass. (Am. Antiq. Soc.) ; American Insti- 
tute of Accountants, New York City (Am 
Inst.) ; Library of Congress (Lib. Cong.), 
Henry E. Huntington Library and Art 
Gallery, San Marino, Calif. (Huntington), 


Private Collections: 


M. I. Fleisher, Philadelphia (Fleisher) ; J, 
C. Meyer, St. Johns College, Brooklyn 
(Meyer); F. E. Ross, Ann Arbor, Mich. 
(Ross); J. K. Moffit, Piedmont, Calif, 
(Moffit). 


Apams, DaNniEL 1773-1864 
Book-keeping, Keen, N.H.: Prentiss 
[°1849]. Lib. Cong., Mich., Am. Antiq. 
Soc. 

Aeuccuia, Latrantio 
I] computista pagato. . . . Todi: Galassi, 
1671. Calif. 

ALEXANDER, HENRY 

An exposition of book-keeping, by single 

or double entry. Baltimore: Neilson, 

1840. Lib. Cong. 


Acer, IsraEL 


Key to book-keeping. . . . Boston: True 
and Greene, 1823. Lib. Cong., Am. Antigq. 
Soc. 


AnprigessEns, J. B. P. de 
Openbaeringhe van het italiaens boeck- 
houden op aventeur ter zee. 1724. Calif. 
ANoNYMouSs 


Advice to the women and maidens of 
London. London: Billingsby, 1678. Ross 


Einleitung zu einem verbesserten cam- 
eral-rechnungsfusse, auf die verwaltung 
einer herrschaft angewandt. Wien: 
Trattner, 1764. Calif. 


Gentleman’s and lady’s accomptant. 
London: 1744. Ross 


Handleyding tot den hollandschen koop- 
handel . . . aentoonende . . . eene schets 
van het italiaensch boekhouden .. . ete. 
Brugge: 1784. Calif. 


Der kaufmann. Prag. 1815. Calif. 
The merchantile manual, or accountant’s 


guide. New Haven: Steele, 1810. Am. 
Antiq. Soc. 


Régie methodique ou la comptabilité du 
régisseur réduite 4 les vrais principes. 
Paris: Chez les auteurs, 1787. Harvard 


Ba.uaani, PELLEGRINO 


Instruzione brevissima per formare con 
metodo qualunque scrittura in un libro 
doppio . . . Modena: Soliani, 1745. Calif. 
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BarreME, Francois Bertranp 1640-1703 
Traite des parties doubles; ou, Methode 
aisée pour apprendre 4 tenir en parties 
doubles les livres du commerce & des 
finances avec un traité de fimamce.. . . 
Paris: 1721. Calif. 


BaTCHELDER, JACOB 


The national accountant. . . Boston: 


Jewett, 1847. Lib. Cong. 


Beck, Freperick 
The young accountant’s guide. . . . Bos- 
ton: Stimpson and Clapp, 1881. Lib. 
Cong., Harvard 


Becker, Georce J. 


A treatise on the theory and practice of 
book-keeping by double entry. Philadel- 
phia: Charles, 1847. Lib. Cong. 


BECKMANN, J. 


Anweisungen, die rechnungen kleiner 
haushaltungen zu fiihren. —Gross, 1800. 
Calif. 


Bennett, James [ ARLINGTON ] 
The American system of practical book- 
keeping. . . . New York: Paul, 1820. 
Lib. Cong., Ross 
7th ed. New York: Collins, 1824. Lib. 
Cong. 
10th ed. New York: Collins, 1828. Har- 
vard 
14th ed. New York: Collins, 1881. Mich. 
15th ed. New York: Collins, 1883. Lib. 
Cong., Ill. 
19th ed. New York: Collins, 1889. Ohio 
Wes., Am. Antiq. Soc. 
21st ed. New York: Collins, 1842. Am. 
Antiq. Soc. 
22nd ed. New York: Harper, 1848. Lib. 
Cong. 
—ed. New York: Bennet, 1846. Lib. 
Cong. 
38th ed. New York: Newman, 1848. Lib. 
Cong., Mich., Yale 
41st ed. New York:—1862. Lib. Cong. 


Berxin, WILLiAM 
{with Francis Walkingame, 1846, q.v.] 


Buieistrev, Leopoitp 


Lehrbuch der handelswissenschaft. .. . 
Carlsruhe: Groos, 1880. Lib. Cong. 


Handbuch der contor-wissenschaft. 
Karlsruhe: Groos, 1885. Lib. Cong., 
Mich. 


Bove, Henricu [praeses 
Dissertatio inauguralis juridico de libris 
mercatorum suspectis.—1707. Meyer 
Bornaccini, GiusEPPE 


Idee teoretiche e pratiche di ragionateria, 
. .. Rimino: Marsoner, 1818. Calif. 


2d ed. Rimino: Marsoner, 1888. Harvard 


BovucHAIN, LE JEUNE 


Traité-pratique de la tenue simplifiée des 
livres a parties doubles. . . . Rouen: 
Marie, 1819. Ill. 


Brenper A Branpis, GERRIT 


De handlingen van eenen koopmen. of de 
gronden van het italiaanisch boekhouden. 
Amsterdam (?): 1778. Yale 


Bucuanan, CoLin 
Practical book-keeping. 
Muirhead, 1806. JII. 


Edinburgh: 


Buckuin, Isaac B. 


Bucklin’s counting house journal. . . . 
Troy, N.Y.: Tuttle, 1883. Lib. Cong. 


Bureesss, N. G. 
Colt’s Bookkeeping. Cincinnati: 1888. 
Yale 


Burn, W. Scorr 


The principles of book-keeping. . . . To- 
ronto: Rowsell, 1844. Ontario 


Catcuxator [Psevup.?] 


Counting house manual and introduction 
to business. London: 1848. Yale 


Casanova, ALUISE 
Specchio 
Calif. 


evcidissimo. Venice: 1558. 


Castro, J. 


A present for young gentlemen on enter- 
ing the comptinghouse: . . . London: 
1750. Calif. 
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Crercui, Luciano 
La scrittura doppia mercantile. Mantua: 
1847. Calif. 

E. 
Cours de comptabilité. . . . Paris: Dela- 
grave, 1885-86. Lib. Cong. 

Crane, [J.] Martin 


A short and familiar sketch of book- 
keeping per double entry in the Italian 
manner. London: Birt, 1751. (Also con- 
tained in Webster, An essay, q.v.) Calif. 
Youth’s introduction to trade and busi- 
ness. London: 1741. Toronto 

8th ed. London: 1758. Yale 


F. G. 


A synthetic and inductive system of 
book-keeping by double entry. .. . Port- 
land [ Me.]: Colesworthy; Boston: B. B. 
Mussey, 1840. Lib. Cong. 

2d ed. [?] Portland: Colesworthy, 1841. 
Lib. Cong. 


Corrin, James Henry 1806-1873 


Progressive exercises in book-keeping, 
by single and double entry. Greenfield, 
Mass.: Phelps, 1836. Lib. Cong. 


Co.inson, Rosert 
Idea rationaria. . . 


. Edinburgh: 1683. 
Calif. 


Joun 


An introduction to merchants’ accompts. 
London: 1675. (Bound with Malynes. 
Consuetudo. . . . 1686 ed.) Calif., Chgo. 
(1674 ed.), Ill. 


Coit, Joun CALpWELL 1810-1842? 


The science of double entry bookkeep- 
ing. . . . 3d ed. Cincinnati: Burgess, 
1838. Lib. Cong., Mich. 


4th ed. Phila.: Cowperthwait, 1839. Ross 


7th ed. New York: Foster, 1841. Har- 
vard 


11th ed. New York: Nafes, 1845. Ross 
—ed. New York:—1846. Calif. 


Comer, Georce Nixon 1816-1877 


A simple method of keeping books. . . . 
Boston: Tichnor, 1846, Lib. Cong., Am. 
Antig. Soc. 


8d ed. Boston: 
Antiq. Soc. 

6th ed. Boston: Tichnor, 1850. Am, 
Antigq. Soc., Calif. 

A record of the transactions of a mer- 
chant. Boston: Damrell, 1853. Lib. 
Cong. 


Cory, Isaac Preston 1802-1842 


A practical treatise on accounts. . . . 2d 
ed. London: Pickering, 1889. Lib. Cong,, 
Am, Inst. 


—ed. London: Pickering, 1840. Jll., Am. 
Inst. 


Tichnor, 1847. Am, 


Corruau, [Ranczo] BenepETTo 


Della mercatvra et del mercante per- 
feto. . . . Brascia: 1602. Calif. 


CouTrEELs, JoHAN, fl. 1603. 


Het konstig cyffer-boek. . 
Calif. 


— 1788; 


A. F. ann S. W. 


An inductive and practical system of 
double entry bookkeeping. Phila. : Biddle, . 
1845 Yale 


2d. ed. [?] Phila.: Biddle, 1850. Yale 


CroNHELM, F. W. 


Double entry by single. London, 1818. 
Lib. Cong., Calif. 


Criicer, Cart 1778-1831 [ Langhenie, Ed.] 


Der kaufmann . . . 3d ed. Hamburg: 
Herald, 1837. Lib. Cong., Harvard 


Darrorne, RicHarp 


The merchants mirrour, London: 1635, 
bound with Malynes. Consuetudo. 
1686 ed. Yale, Ill. 


The merchants mirrour, London: 1684, 


bound with Malynes. Consuetudo. . . 
1686 edition. Calif., Ill. 


Danpo, JosEPH 
A complete and infallible system of 
practical bookkeeping by double entry. 


. Philadelphia: 1842. Lib. Cong. 
Mich. 


Derogz, DaNniEL 


The complete English tradesman. 2v. 
Oxford: Talboys, 1841. Calif. 
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DecraNnce, Epmonp 
La tenue des livres rendue facile. . . . 
10th ed. Paris: Saintin, 1818. Calif. 


La tenuduria de libros simplificanda. 
18th ed. Traducido del francés por Don 
José Maria Ruiz Perez. Burdeos: 1826. 
Calif. 

La tenue des livres ou nouveau traite de 
comptabilite generale. Anvers: Froment, 
1840. Calif. 


Desacuiers, H. 


Grondig onderwijs in het italiaansch 
boekhouden. 6. druk. Amsterdam: 1789. 
Calif. 


DitwortH, THomas 
The young bookkeeper’s assistant. . 
London: Kent, 1765. Mich. 
9th ed. London: Causton, 1784. Ross 
12th ed. Phila.: Johnson [°1789]. Calif. 


12th ed. Phila.: — 1790. Calif., Am. 
Inst. 


12th ed. London: Wilson, 1792. Jil. 
12th ed. Phila.: Johnson, 1794. Am. 
Antig. Soc. 

— ed., London, — 1795. Wis. 


18th ed. Wilmington: Brynberg, 1798. 
Am. Antiq. Soc. 

19th ed. London, — 1806. Calif. 

—ed. London: Wilson, 1822. Yale, Ill. 
—ed. York: (Engl.), Wilson, 1889. Lib. 
Cong. 

Dilworth’s bookkeepers assistant. . . . 
New York: Jansen, 1803. Am. Antiq. 
Soc., Ohio Wes. 


Dilworth’s bookkeepers assistant. . . . 
New York: Totten, 1822. Lib. Cong., 
Mich. 


Ditmar, WILHELM 


Das staatskassen- und rechnungswesen. 
Kéln: Boisseree, 1844. Mich. 


Domencet, GAsPARD 


Nouvelle méthode pour la tenue des 
livres. Lyon: Ballanche; 1809. Harvard 


Donn, BENJAMIN 


The accountant and geometrician. Lon- 
don: Johnson, 1765. Calif. 


Dorper, Jacos 
Der getreue rechnungs-beamte. 
Franckfurt: 1680. Calif. 
Der ungetreue_ rechnungs-beamte. 
Franckfort: 1697. (Bound with 1697 
edition of Der getreue rechnungs- 
beamte). Calif. 
Der getreue rechnungs-beamte. (3 vols. 
in 1) Franckfurt: 1697. Calif. 


Victor 


Nouvelle méthode pour apprendre la 
tenue des livres en partie simple et en 
partie double. Paris: 1848. Calif. 


Dussgeau, J. C. G. 


Het koopmans 
1825. Calif. 


boekhouden. Hague: 


Epwarps, WILLIAM 


The book-keeper’s atlas. . . 
York: Harper, 1884. Lib. Cong. 


New 


Ever, Martin 
Neues handlungs-lexikon in deutschen, 
franzésichen und italienischen rubriken 
fiir junge kaufleute und contoristen. 
Carlsruhe: 1790. Calif. 


Everarp, W. 


Merchantile bookkeeping. London: 1764. 
Wis. 


Fasricius, Gotruies 


Unterricht zur doppelten buchhaltung. 
. . . Regensburg: 1787. Calif. 


Fisuer, Isaac 
[with Francis Walkingame, 1845, g.v] 


FiascHin, SALOMON 


Practisches lehrbuch der buchhalterey 
nach einer erprobten neuen methode. . . . 
Frankfort: Varrentrapp, 1805. Calif. 


FLemMine, JOHN 


The national system of book-keeping. . . . 
Pittsburgh: M’Donald, 1846. Lib. Cong. 


Fiori, Lopovico 
Trattato del mode di tenere il libro dop- 
pio domestico. Rome: Varese, 1677. 
Calif. 
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Grorc Tuomas 


Der getreue und aufrichtige wegweiser 
zur griindlichen erlernung der hoch- 
schitzbaren wissenschaft des buchhal- 
tens. Frankfort: 1741. Calif. 


Getreuer und aufrichtiger wegweiser zur 
grundlichen erlernung des doppelten und 


einfachen buchhaltens. Pest: 1792. 
Calif. 

Fort, C. D. 

Volistindiges lehrbuch der gesammten 
buchhaltungs kunde. Leipzig: 1837. 
Calif. 


Fortscu, M. F. 


Instructie, of grondige onderrichting 
over het italiaans boekhouden. . . . Am- 
sterdam: 1788. Calif. 


Foster, BENJAMIN FRANKLIN 
A concise treatise on commercial book- 
keeping. Boston: Perkins, 1836. Lib. 
Cong., Mich., Yale, Am. Antiq. Soc. 
2d. ed. Boston: Perkins, 1837. Calif. 
Am. Antigq. Soc. 
8d ed. Boston: Perkins, 1845. Am. 
Antiq. Soc. 
Foster's school bookkeeping. Boston: 
Perkins, 1840. Lib. Cong. 
Double entry elucidated. Boston: Mar- 
vin, 1852. Lib. Cong. 


Origin and progress of bookkeeping. 
London: 1852. Yale 


Foster, B. Woop 
A practical system of bookkeeping. . . . 
7th ed. Boston: French, 1848. Lib. Cong. 
8th ed., Boston: French, 1850. Lib. 
Cong. 

Freese, J. H. 


The commercial classbook. London: 
Longman, 1849. Yale 


Futron, Lev: S. [anp Eastman, Geo. 
A practical system of book-keeping by 
single entry. . . . 2d ed. New York: 
Barnes, 1848. Lib. Cong., Am. Antigq. 
Soc. 


Gaienat Lautnaris, C. F. 


Guide du commerce. Paris: Despilly, 


1791 [?]. Harvard 


The Accounting Review 


Gate, Epmunp 
An epitome of bookkeeping by singly 
entry. Nantucket: Tannat, 1817. Am. 
Antig. Soc. 


GerIsHER, CHARLES 


Modern book-keeping by double entry. 
New York: Conrad, 1817. Am. Antig. 
Soc. 


Gipson, JoHN 


A new and improved system of practical 
bookkeeping. . Phila: 1826. Lib. 
Cong. 


J. W. 


A system of banking bookkeeping. Lon- 
don: Clay, 1849. Havard 


Prerre (1’AiNE) 


L’art de dresser les comptes des ban- 
quiers, négocians et marchands. Genéve: 
1746. Calif. 


La banque rendue facile aux principales 
nations de ]’Europe. Lyon: 1769. Yale, 
Calif. —ed. Lyon: 1798. Calif. 


Le flambeau des comptoirs contenant 
toutes les écritures et opérations du 
commerce de terre, de mer et de banque. 
Marseille: Mossy, 1797. Calif. 


Gopparp, Tuomas H. 


The merchant; or, practical accountant. 
. - New York: Starr, 1821. Lib. Cong. 

3d ed. New York: Sleight, 1831. Lib. 

Cong. 

4th ed. New York: Moore, 1834. Yale 


Goopacre, Rosert 


A treatise on bookkeeping. London: 
1811. Ross 


2d ed. London: 1818. JIl. 


Gorpon, WILLIAM 


The universal accountant and complete 
merchant. Edinburgh: Donaldson, 1768- 
65. Lib. Cong. 


bth ed. Edin., 1787. Calif. 


6th ed. Dublin: Henshall, 1796. Lib. 
Cong., Yale 


JoHANN 


Zwey kiinstliche und bestendige buchhal- 
ten. 1592. Calif. 
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Gouintock, G. aNnp J. 


A complete system of practical arith- 
metic. . . . To which are added, a set of 
book-keeping by single entry. . .. Ham- 
ilton [Can.]: Ruthven, 1842. Ontario 


Graar, ABRAHAM DE 


Instructie van het italiaans boek-houden. 
Amsterdam: [17—?] Calif. 


Green, SAMUEL 


Daboll’s schoolmaster’s assistant. . . . 
Ithaca, N.Y.: 1829. Also 1881. Ill. 
The practical accountant. ... New Lon- 


don: Green, 1824 [?] Mich. 


GrisoGono, Simon pa ZARA 


I] mercante arricchito del perfetto quad- 
erniere. . . . Venice: Vecchi, 1609. Calif. 


ANDREAS 


Des buchhaltens neueste und kurtzeste 
manier. . . . Leipzig: Andream Habel- 
ium, 1707. Calif. 


Hacer, CuristopH Acuatius 1584-1624 


Buchhalten iiber proper commission und 
compagnia handlungen. . . . [Hamburg? 
1660?] Calif. 


Hamitton, Rosert 
An introduction to merchandize. . . . 8d 


ed. Edinburgh: Creech, 1797. Ill. 


Hamitton, WILLIAM 
Bookkeeping—new modelled; or a trea- 
tise of merchants’ accounts. Edinburgh: 
1735. Ross 

Harris, NicHowas 
A complete system of practical book- 


keeping. . . . Hartford: Brown, 1888. 
Lib. Cong., Am. Antigq. Soc. 

1842. Ill. 

1845. Am. Antig. Soc. 

1846. Ill. 


1848. Am. Antig. Soc., Harvard 
First lessons in book-keeping. . . . Hart- 


ford: Brown and Parsons [pref. 1841] 
Lib. Cong. 


Hatron, Epwarp 


The merchant's magazine or trades-man’s 
treasury. . . 8d ed. London: 1699. 
Ross 4th ed. London: 1701. Calif. 


6th ed. London: Knapton, 1712. Calif, 
Yale, Harvard 


7th ed. London: 1719. Harvard 
8th ed. London: 1726. Harvard 


Hawkins, JouHn 
Clavis commercii. . 


Calif. 


. . London: 1689. 


Hayes, Ricuarp 


The gentleman’s complete book-keeper. 
London: Noon, 1741. Ross 


Hetwie, Samuet Friepricu 
Anweisung zur leichten und griindlichen 
erlernung der italienischen doppelten 
buchhaltung. . . . 2d ed. Stettin: 1790. 
Calif. 


Herr, Gotrrrizp 


Vermehrtes arithmetisches hand-buch. 
... Breslau: 16538. Calif. 


Hitrcucock, I. I. 
New method of teaching book-keeping. 
Phila.: 1385. [also 1844] Am. Antig. 
Soc. 


Hupson, Peter 
New introduction to trade and business. 
6th ed. London: Johnson, 1786. Ontario 
—ed. London: Johnson, 1801. Am. Inst. 


Hutton, CHaRLEs 

The schoolmaster’s guide. . . 
Newcastle: Saint, 1771. Jil. 
A complete treatise on practical arith- 
metic and book-keeping. [Alexander 
Ingram, editor] Edinburgh: 1807. Calif. 
[American edition] New York: 1810. 
Til. 
A course of bookkeeping according to 
the method of single entry. Phila.: John- 
son, 1801. Am. Antiq. Soc. 
lst improved ed. Phila.: 1806, Yale. 
—ed. Phila.: Bennett, 1809. Am. Antiq. 
Soc. Ross 
2d, improved ed. Phila.: Bennett, 1816. 
Lib. Cong. 


. 8d ed. 


Imuoor, Jean JACQUES 


L’art de tenir des livres en parties dou- 
bles . . . Vevey: 1786. Calif. 
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it 
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The Accounting Review 


Incus, W. 


Bookkeeping by single and double entry. 
Edinburgh: 1850. Calif. 


Jackson, GeorcE 


A new check journal upon the principle 
of double entry. . . . London: 1826. 
Meyer 

2d ed. London: 1928. Calif. 


Jackson, [?] 


Complete systems of bookkeeping. Dub- 
lin: 1840. Wis. 


Jackson, WILLIAM 


Bookkeeping in the true Italian form of 
debtor and creditor by way of double 
entry. Dublin: 1801. Calif. 

Phila.: -Bioren, 1801. Ross, Am. Ant. 
Soc. 

New York: Sage, 1804. Lib. Cong., Am. 
Antiq. Soc., Am. Inst. 

New York: Smith, 1811. Yale, Am. 
Antiq. Soe. 

New York: Brown, 1816. IJil., Am. 
Antiq. Soe. 


Jones, Epwarp THomas 

Jones’s English system of bookkeeping, 
etc. Bristol: Edwards, 1796. Calif., 
Harvard, Ill. 

15th ed. London—Calif. 

Ist. Am. ed. New York: Davis, 1796. 
Ross, Am. Inst., Am. Antiq. Soc. 

2d Am. ed. New York: Davis, 1797. Am. 
Inst. 


Jones, THomas 


The principles and practice of book- 
keeping. New York: Wiley, 1841. Lib. 
Cong., Ross 


Bookkeeping and accountantship. New 
York: Wiley, 1849. Lib. Cong., Calif. 
—ed. New York: Wiley, 1850. Calif. 


Patrick 


Elements of book-keeping. 
Philadelphia: Humphreys, 1808. Calif., 
Ill., Am. Antiq. Soc. 

8d. London: Johnson, 1805. Wis., Ross, 
Am. Inst. 


4th ed. London: —1811. Meyer 
5th ed. London: Baldwin, 1815. Harvard 


7th ed. London: —1821. Meyer 
10th ed. London: —1888. Toronto, 


Kine, THomas 


An exact guide to book-keeping. . . . 
London: 1717. 


KNowWLTON, JosEPH 


A new system of book-keeping by single 
entry. Boston: Eastburn, 1828. Am. An 
tig. Soc. 


Kock, Davin 


Kort begrijp van’t gantsche italiaens 
boeck-houden. . . . Amsterdam: 1647. 
Calif, 

De luchtende fackel van het italiaens 
boeck-houden. . . . Amsterdam: 1663. 
Calif. 

Kort onderricht van’t italiaens boek- 
houden. . . . Middleburg: 1710. Calif. 


La Porte, [M] pe 


Le guide des négocions et teneurs de 
livres. . . . Amsterdam: Mortier, 1699. 
Calif. 

La science des négocions et teneurs de 
livres. . . . Paris: Nully, 1748. Calif. 
—ed. Paris:—1753. Meyer 

—ed. —:—1769. Calif. 

—ed. Paris: Clouzier, 1741. Harvard 


Lawes, Epwarp 


A practical treatise on naval book-keep- 
ing. London: Davidson, 1827. Harvard 


Lee, CHAUNCEY 


The American accomptant. . . . Lans- 


ingburgh: Wands, 1797. Ill. 


Leucus, JoHANN MICHAEL 


Theorie und praxis des doppelten, des 
einfachen und des nurnberger buchhal- 
tens. 

2d ed. Nurnberg: 1820. Calif. 


Rosert 


The seaman’s new vade mecum. . 
London: Robinson, 1787. Yale 


LisetT, ABRAHAM 


Amphithalamm, or the accountants 
closet. London: 1684. [Round with 
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Malynes’ Consuetudo, 1668 ed.] Calif., 
Ill. 


Lonpon, JOHN 
An abridgment of Mr. London’s com- 
plete system of bookkeeping. London: 
1757. Lib. Cong., Yale 


M, J. 
Outline of an expeditions method for the 
daily checking and ultimate balancing of 
the accounts in extensive savings banks. 
(Bound with National Security Savings 
Bank Report, Edinburgh: 1855) Edin- 
burgh: 1845. Yale 


MacGrecor, Patrick 


A practical treatise on book-keeping. 
: . New York: Newman, 1850. Lib. 
Cong. 


DANIEL 


A treatise on book-keeping. New York: 
Davis, 1847. Lib. Cong., Mich. 


MaGINNEs, JAMES 
The family clerk and students’ assistant. 
.. . Harrisburg: Greer, 1817. Ill., Am. 
Antigq. Soc. 


Mair, JoHN 
Bookkeeping methodiz’d. . . . 
3d ed. Edinburgh: Sands, 1749. Lib. 
Cong. 
4th ed. Edinburgh: Sands, 1752. Har- 
vard, Am. Inst. 
5th ed. Edinburgh: Sands, 1757. Lib. 
Cong., Calif., Ross 
7th ed. Edinburgh: » 1768. Yale 
8th ed. Edinburgh: Sands, 1765. Ill. 
Bookkeeping Moderniz’d. . . . Edin- 
burgh: Kincaid, 1778. Calif., Harvard 
2d ed. Edinburgh: Kincaid, 1778. Ross 
6th ed. Edinburgh: Kincaid, 1793. Am. 
Inst., Meyer 
9th ed. Edinburgh: Kincaid, 1807. Yale 


Matcotm, ALEXANDER 
A new treatise of arithmetick and book- 
keeping. Edinburgh: 1718. Calif., Ross 
A treatise of bookkeeping. . . . London: 
Osborn, 1781. Lib. Cong., Calif., Meyer, 
Wis. 


Malynes, Gerard de 


Consuetudo, vel lex mercatoria. —ed. 
London: 1686. Jil. 


8d ed. London: 1686. [includes: Daf- 
forne, Merchants mirrour; Collins, In- 
troduction to merchants accompts; Liset, 
The accountants closet]. Calif., Ill. 


Manzoni, Domenico pa OpERzo 


Libro mercantile. . . . Venice: 1564. 
Calif. 


Marsu, CuristropHer C 


The art of single-entry book-keeping;. 
Baltimore: M’Dowell, 1882. Lib. Cong., 
Til. 


—ed. New York: Riker, 1886. Mich. 
—ed. New York: Riker, 1844. Am. Inst. 
4th ed. New York: 1847. Yale 


The science of double-entry bookkeep- 
ing. Phila.: Towar, 1880. Lib. Cong. 


Phila.: Hogan, 1839. Am. Antigq. Soe. 
Phila.: Towar, 1841. Calif. 


La siencia de teneduria de libros. . . . 
Havana: Charlain, 1849. Lib. Cong. 


MarsHALL, Joun J. 
The public school account book. . . . 
Framingham [Mass.]: Boynton, 183865. 
Lib. Cong. 
—ed., Framingham [Mass.]: Boynton, 
1889, Am. Antig. Soc. 

Meisner, Sam. 


Die kunst in drei stunden ein buchhalter 
zu werden. Berlin: 1805. Calif. 


ME us, JoHN 


A briefe instruction. . . . [This worke 

. . the reneuer and reviver of an aun- 
cient old copie printed . . . in London 
. . - 1548. . . set forth by one Hugh 
Oldcastle. . . .] Calif. 


MENNHER, VALENTIN 
Practicqve povr brievement. . . . 1565. 
Calif. 

Mever, Korcuun, Var 


Esprit de la comptabilite commerciale. 
Paris et Geneve: 1845. Yale 


Meyer, JoHANN Rupo.r 
. . . Theoretische einleitung in die prak- 
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tische wechsel- und waaren-handlung. 
. Hanau: 1782. Calif. 


Mienenret, P. J. 


La science des jeunes négocians et ten- 
eurs de livres . . . Paris: [1799]. Calif. 


Mireavu DE BLAINVILLE 


Instruction concernant la tenue des livres 
en parties doubles. . . . Brussels: 1784. 
Calif. 


WILLIAM 


A new and complete system of book- 
keeping. Philadelphia: Bioren, 1796. Lib. 
Cong., Am. Antigq. Soc. 


MonTeaGe, STEPHEN 
Debtor and creditor made easie 
—ed. London: Billingsley, 1675. Ross 
2d ed. London: Billingsley, 1682. Lib. 
Cong. 
8d ed. London: Billingsley, 1690. J/l. 


Moopy, Pau. 
A practical plan of book-keeping by 
double entry. Philadelphia: Lippincott, 
1845. Lib. Cong. 


Morison, B. 
Book-keeping improved. . 
Pa.: Frick, 1881. Lib. Cong. 


. Milton, 


Moraison, C. 


A complete system of practical book- 
keeping. . . . 3d ed. Glasgow: 1822. III. 


—ed. Glasgow: 1823. Meyer 
—ed. London: 1843. Meyer 


Morrison, JAMES 
A complete treatise on practical book- 


keeping. . . . 8d ed., London: [1808]. 
Calif. 
Elements of book-keeping. . . . Lon- 


don: 1810. Am. Inst. 

2d ed. London: 1813. Calif. 

8d ed. London: 1818. Meyer 

New ed. London: 1825. Meyer, Ill. 


Nicuoias, ABRAHAM 
The young accomptant’s debitor and 
creditor. London: 1713. Yale 


The Accounting Review 


[Nortu, Rocer] 


The gentleman accomptant. . . . —ed, 
London: Curll, 1714. Ross 


2d ed. London: Curll, 1715. Lib. Cong, 


NorTHEND, CHARLES 


The common schoo] book-keeping. . . . 
Boston: Reynolds, 1845. Lib. Cong. 


[Oxupcastie, Huex } 
A briefe instruction and maner how to 
keepe bookes of accompts . . . by John 
Mellis. London: Windet, 1588. Calif, 
Huntington 


OvupsHorr, W. 


Volledig theoretisch en praktisch hand- 
boek voor het italiaansch of koopmans- 
boekhouden. Rotterdam: 1843. Calif. 


Pacio.o, Luca 


Summa de arithmetica, etc. . . . [Vene- 
tija]: 1494. Calif., Harvard, Am. Inst. 
Meyer, Denver, Moffitt 


1528 ed. Calif., Harvard 


Pasin1, GiovaNNi CAVALA 
La scuola in practica del banco giro nella 
serenissima repubblica di Venezia che 
dimonstra le regole, e le diverse maniere 
de conteggiare nel banco giro. . 
Venezia: 1741. Calif. 


PEELE, JAMES 


The pathewaye to perfectness. 
London: Purfoote, 1569. Lib. Cong. T. E. 
Ross (Phila.), Huntington 


PercivaL, RayMonp 


The tradesman’s book-keeper. . . . Lon- 
don: Groombridge, 1836. Lib. Cong. 


Peri, GiovaNNi DomMENIcO 


I] negotiante. . . . Genova: Calenzano, 
1638. Calif. 


Perry, WILLIAM 


The man of business. 3d ed. Edinburgh: 
1777. Lib. Cong., Calif. 


Perri, Nicoxaus, fl. 1567-15838 
Practicqve, om te leeren, rekenen, cyph- 
eren ende boeckhouden. . . Amster- 
dam: 1605. Calif. 
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Piztra, ANGELO 


Indrizzo de gli economi. . . 
1586. Calif., Am. Inst. 


. Mantua: 


PostLETHWAYT, MALAcHY 


The universal dictionary of trade and 
commerce. 2d ed. London: 1774. Calif. 


Preston, LyMAaNn 

Treatise on bookkeeping. . . . New 
York: Sleight, 1881. Lib Cong., Harvard, 
Am. Inst. 
New York: Robinson, 1842. Am. Antiq. 
Soc. 
New York: Collins, 1844. Lib Cong. 
New York: Collins, 1849. Yale 

. Manual on bookkeeping. . . 
Utica (N.Y.): Danby, 1827. Lib. Cong. ie 
Iil., 
New York: Elliott, 1829. Am. Antigq. 
Soc. 


Pucuiese, Spernia ONorrio (pa PAer- 
MO) 
Prattica economica numerale. . . . Pa- 
lermo: 1671. Calif. 


RapEMANN, JOACHIM 
Der wehrt-geschatzte handels-mann. . . 
Hamburg: Neumann, 1714. Lib. Cong. 
Revidirte und erneuerte rechnungs-in- 
struction. . . . Stuttgart: 1714. Calif. 


Ricarp, SAMUEL 
L’art de bien tenir les livres de comptes. 
. . . Amsterdam: 1709. Calif., Harvard, 
Tu. 
Ricuter, Cart FriepRicu 
Italienische doppelie buchhaltung oder 
durch sechs monate gefiihrte fingirte 
handlung aus freyer hand ausgearbeitet. 
2d ed. Bremen: 1801. Calif. 


ReyNotps, 


The scholars’ introduction to merchants’ 
accounts. . . . 2d ed. London: Stouter, 
1881. Lib. Cong. 


Rosinson, JAMEs 
A compend of book-keeping by single 
entry. . . . Boston: Hilliard, 1881. Lib. 
Cong. 
—ed., 1838. Lib. Cong., Am. Antig. Soc. 
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Rocue, Martin 


Compendious rules for bookkeeping. . . . 
Phila.: Garden, 1882. Lib. Cong. 


The American combined system of book- 
keeping. Phila.: Town, 1835. Lib. Cong. 


Ropricuss, J. 


La tenue des livres. Bordeaux: 1810. 
Calif. 


Roose, Ricuarp 


An essay to make a compleat accomptant. 
London: Hannah Roose, 1760? Calif. 


Roscog, D. C. 


A new and compendious system of book- 
keeping. . . . Hagers-town, (Md.): Bell, 
1818. Lib. Cong. 


Résener, ANDREAS CHRISTOPH 


Tractatus juridicus de libris mercatorum. 
. Scholvini: [1694] Lib. Cong. 


Ross, P. M. 


A practical system of double entry book- 
keeping. . . . Phila.: Zieber, 1847. Lib. 
Cong. 


Savary, Jacques 1622-1690 
Le parfait négociant. . . . 
5th ed. Lyon: 1700-01. Calif. 
6th ed. Lyon: 1712. Harvard, Ill. 
7th ed. Paris: Guignard, 1718-15. Har- 
vard 
—ed. Paris: Guignard, 1786-49. Calif. 


—ed. Paris: Guignard, 1799-1800. Har- 
vard 


Savary pes Brustons, JACQUES 
Dictionnaire universel de commerce. 
Paris: Estienne, 1728 [ “‘given to the pub- 
lic by Philemon-Louis Savary, 1654- 
1727” }. IU. 

Paris: 1748. Calif. 

Copenhagen: 1759-65. Calif. 
Dizionario di commercio dei Signori 
Fratelli Savary. Venice: Pasquali, 1770. 
Til. 


Scaui, Prerro Pao.o 
Trattato del modo di tenere la scrittura 
dei mercanti a partite doppie. . . . Leg- 
horn: 1755. Calif. 
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Scuoapp, JoHanN 


Buchhalterische belustigung. Niirnberg 
and Leipzig: 1714. Calif. 


Scureiser, Heinricn 


Eyn new kiinstlich behend und gewiss 
rechen biichlin uff alle kauffmanschafft. 
. .. Frankfurt 1544[?] Calif. 


ScuvueErRE, JAKOB VAN DER 


Arithmetica, oft reken-konst. . . . Ter 
Goude: 1634. Calif. 


Scuu.tze, ANTON 


Arithmetica, oder rechenbuch. . . . Lig- 
nitz: 1611. Calif. 


Scuurtz, Grore 
General instruction, der arithmetischen 
und politischen kunst der hochléblichen 
wissenschaft der kauff- und handelsleuth 
des buchhaltens. 


Niirnberg: 1662. Calif. 
Niirnberg: 1695. Meyer 


Neu- engerichtete material—Kammer. 
. . . Niirnberg: 1672. Calif. 


Scruton, JAMEs 


The practical counting house. . . . Glas- 
gow: Duncan, 1777. Lib. Cong., Calif. 


Suaw, JoHn 


Bookkeeping epitomized. . . . 1794. 
Fleisher 


Suea, Joun H. 


Book-keeping, by single and double en- 
try. . . . Baltimore: 1839. Lib. Cong., 
Yale 


2d ed. Baltimore: 1841. Harvard 
—ed. Baltimore: 1848. Mich. 


SHEparD, JoHN 
The science of double-entry book-keep- 


ing. . . . Lansingburgh [N.Y.] Hark- 
ness, 1840. Lib. Cong., Am. Antigq. Soc., 
Tu. 

Sueys, B. 


The American book-keeper. New York: 
Van Riper, 1815. Yale, Am. Antig. Soc. 
New York: Collins, 1818. Am. Antig. 
Soc. 


The Accounting Review 


Smmon, Curistian Hernricu 


Kurze beschreibung der bey den kauf- 
leuten gebrauchlichsten handlungsbucher 
auch hauptbuchsconten zur leichtern er- 
lernung des doppelten buchhaltens fir 
handlungsbeflissene. Frankfort and Leip. 
zig: 1780. Calif. 


SNELL, CHARLES 


The elements of Italian bookkeeping, put 
into verse 17—Calif., Wis. 

Accompts for landed-men. . . . London: 
Baker. Calif., Yale 


A short and easy method after which 
shop-keepers may state, post and balance 
their books of accompts (in Ayres: 
Arithmetick made Easie; 14th ed. Lon- 
don: 1718, Am. Inst. 18th ed. London: 
Calif. 


So.Lorzano, BarTOLOME SALVADOR DE 


Libro de caxa y manuel de cuentas de 
mercaderes. . . . Madrid: 1590. Calif. 


Street, Davip 


The ship master’s assistant and owner's 
manual. London: P. Steel, 1803. Yale 


Srepuens, Hustcrarr 


Italian bookkeeping reduced into an art. 
London: 1735. Am. Inst. 


Srevin, Simon (or Bruces) 


Mathematica hypomnemata. . . . Ley- 
den: 1605. Calif. 


STILLIGER, JOHANN 


Deutlicher und ausfuehrlicher unterricht 
zur doppelten oder italienischen buch- 
haltung. Liebau: 17938. Calif. 


TaGLiENTE, GiovANN1 ANTONIO 


Considerando io Joanni Antonio Taiente, 
quanto e necessaria cosa a diuersi mer- 
cantanti, la regola del tenere conto dei 
loro libri sempii ne dopii. Venice. 1525. 
Calif. 

Considerando io Joanni Taiente quanto e 
necessaria cosa .. . el laudabile modo de 
tenere conto de libro dopio cioe. Venice: 
1525. Calif. 
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Tuomas, [Sipney] A. 


A key to first lessons in book-keeping. 
New York: Clark [1848]. Lib. Cong., 
Yale, Am. Antiq. Soc. 


TiINWELL, WILLIAM 


A treatise of practical arithmetic and 
book-keeping, by single entry. 5th ed. 
Newcastle: Angus, 1805. Ill. 


Tremery, F. 


Nouveau manuel complet du teneur de 
livres. Paris: 1850. Calif. 


Turner, Ricnarp LL.D. 


A new introduction to bookkeeping. . . . 
London: 1761. Yale 

1st Am. ed. Boston: Thomas, 1794. Har- 
vard Am. Antiq. Soc. 

2nd Am. ed. Salem: Cushing, 1801. Am. 
Antiq. Soc., Ill. 

rev. ed. Salem: Cushing, 1820. Lib. 
Cong., Harvard, Am. Antiq. Soc. 

rev. ed. Salem: Cushing, 1825. Calif. 


Turner, THomas 


An epitome of buok-keeping by double 
entry. . . . Portland: Jenks, 1804. 
Calif., Yale, Harvard, Am. Antigq. Soc. 


Vannier, 


La tenue des livres.... Paris: 1844. 
Calif. 


Venturi, BastiaNo 


Della scrittura contaggiante di possos- 
sioni del Sig. Bastiano Venturi, somputis- 
ta della serenissima principessa Vittoria 
d’Urbino, gran duschessa di Toscana. 
Florence: 1655. Calif. 


Vercani, 


Instruzione della scrittura doppia eco- 
nomica. Milan: 1738. Calif. 


Vernon, JoHN 


The compleat compting house. . . . 5th 
ed. Dublin: Grierson, 1719. Lib. Cong. 
[includes: An essay on bookkeeping, by 
William Webster, 1719] 

5th ed. London: Worrall, 1727. Mich., 
Yale 


Vretzy, P. 


Elements of Bookkeeping, New York: 
Longman, 1839. Wis. 
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WaLkincaME, FRANCIs 


The tutor’s assistant. . . . added, A 
compendium of book-keeping, by Isaac 
Fisher. Montreal: Armour, 1845. On- 
tario 

The tutor’s assistant ... (from the 
48rd Derby ed.) ; added, A compendium 
of book-keeping by single entry by Wil- 
liam Birkin. Toronto: Brewer, 1846. On- 
tario 


Watsn, Micuaet, A. M., 1763-1840 


A new system of mercantile arithmetic. 
. 4th ed. [to which is annexed a 
system of book-keeping.] Salem: Cush- 
ing, 1825. Calif. 
A new system of mercantile arithmetic, 
with forms of accounts. . . . 4th ed. 
Newburyport: Little, 1816. Yale 
Book-keeping. . . . Boston: Carter, 1882. 
Lib. Cong., Am. Antiq. Soc. 


Wanincen, Henprick 


Le thresor de tenir livre de comptes 4 
Vitalienne. . . . Amsterdam: 1615. Calif. 
’t recht gebruyck van ’t italiaens boeck- 
houden Nurnberg: 1672. Calif. 


Wesster, WILLIAM 


An essay on bookkeeping, according to 
the true Italian method of debtor and 
creditor, by double entry. London: 
Meere, 1719. Yale [also bound with 
John Vernon, q.v. | 

An essay on book-keeping according to 
the true Italian method of debtor and 
creditor by double entry. . . . 11th ed. 
London: Browne, 1752. Calif., Meyer. 
[Contains also Clare, q.v.] 

Scotch ed. Glasgow: Orr, 1758. Yale 


WELLs, Joun C. 


Wells’s lawyer and book-keeping. . . . 
New York: Wells, 1847. Lib. Cong. 


Weston, WILLIAM 


The complete merchant’s clerk. . . . 
London: Rivington, 1754. Lib. Cong. 
Calif., Il. 


Wiepesurc, JoHann Ernst Basitivs, 


17838-1789 


. Anleitung zum rechnungs wesen. 
Jena: Crokers, 1773. Lib. Cong. 
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WI uisFrorp, THomas 


The scales of commerce and trade... . 
London: Brook, 1660. Yale 


Witson, Ciement A. 


A treatise on book keeping. . . . Phila.: 

Lindsay, 1848. Lib. Cong. 
WINcHEstTER, GEorcE W. 

Winchester’s book-keeping . . Hart- 


ford [Conn.]: Mather, 1848. Lib. Cong. 


Winstow, Ezra S. 
Winslow's system of book-keeping, by 
double entry, for retail business. 


2d., Woodstock (Vt.): Chase, 18386. Lib. 
Cong. 


The Accounting Review 


Woeuner, Gort.izs 
Handbuch iiber das kassen und rech- 


nungs-wesen. 2d ed. Berlin: Burch- 
hardt, 1824. Lib. Cong., Mich. 

Woop, WILLIAM 
Bookkeeping familiarised. . - Birm 


ingham: Pearson, [1778]. Ross 


Wo tr, J. CuristTian 


Volistandige anleitung zur kaufmin- 
nischen buchfithrung. Wien: 1774. Calif. 


Wounpscue, JoHANN WILHELM 
Neu vermehrt und verbessertes memo- 
riale economico-politico-practicum. . . . 
Franckfort und Leipzig: [1680]. Calif. 
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WHAT OF THE APPRAISER? 


Lyte H. OLson 


over a third of a century’s observation 

and experience, to discuss appraisers, 
and the services they are rendering to busi- 
ness. 

The trained specialist appraiser, as we 
know him, may have the foundation of his 
experience in the mechanical trades, engi- 
neering professions, merchandising fields, 
or the applied arts; supplemented by a 
working knowledge of the principles of eco- 
nomics, finance, property law, insurance, 
and accounting; and moulded into usable 
form through specialized experience in the 
inspection, analysis, and valuation of prop- 
erties. The term “appraiser,” however, is 
frequently applied broadly to individuals 
who may be engaged primarily in real es- 
tate, engineering, merchandising, or other 
fields, and who only incidentally do valua- 
tion work, as well as to the trained special- 
ists who devote their time and talents ex- 
clusively to property investigations, analy- 
sis and valuations. 

Within the broad field of valuation, there 
are a rapidly increasing number of highly 
trained appraisers devoting themselves ex- 
clusively to appraisal work, who aim to 
conform to the highest technical, profes- 
sional, and ethical standards of practice. 

Modern business methods and the re- 
quirements resulting from the complex and 
diversified properties comprising the fixed 
assets of our large corporations, have de- 
veloped appraisal organizations to serve 
in broader geographical areas, for larger 
units and groups of properties, with great- 
er responsibility, authority and public 
recognition, and to supplement the service 
of the individual specialist with the broader 
experience, coordinated effort, and uniform 
Principles, possible from large coéperative 
organizations. 

The modern appraisal organization is a 
group of specialists in different fields op- 
erating in codrdination and harmony under 
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standard practice methods and principles, 
with the aid of research departments, sta- 
tistical records, clerical and analytical 
staffs, and directing and controlling execu- 
tives. The appraiser, in the organized 
sense, has developed with the growth of 
large business, with the increase in the pub- 
lic financing, and the utilization of large, 
elaborate, complex, diversified, labor sav- 
ing, and widely distributed plant facilities 
in our vast mining, industrial, and public 
utility enterprises. 

The present economic situation in which 
we find ourselves makes the largest demands 
upon the services of the appraiser. We have 
passed through an era of over thirty years 
of almost continuously rising prices and 
values, followed by a very sharp decline. 
All former costs and values are of little 
worth today and we now face the necessity 
of a complete reappraisal of our capital as- 
sets in the light of present and prospective 
economic conditions. The growth of sound 
economic thinking, and the replacement of 
labor costs by the fixed charges on plant 
investment, both tend to increase the recog- 
nition of the necessity of an accurate meas- 
urement of capital assets and a correct ac- 
counting for property facts. 

The following classifications of property 
comprising capital assets subject to ap- 
praisal, suggest something of the character 
of, and the requirements for appraisal serv- 
ice: 
Real Estate.—Undeveloped land, farms, 
plantations, orchards, parks, land develop- 
ment projects, leaseholds, suburban and ur- 
ban land, residential and commercial prop- 
erties. 

Industrial Plants.—F rom the first proc- 
essing of raw materials to the fabrication 
of the finished product for the consumer. 

Public Utility Properties —Defined as 
all those, in whole or in part, subject to 
public regulation of values, accounting 
procedure and rate of return. 
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Natural Resources.—Water rights and 
powers, timber, and deposits of stone, coal, 
gas, oil, and minerals, and the facilities for 
their commercial development. 

Government and Institutional Proper- 
ties—Public buildings and equipment, 
parks, harbor and terminal developments, 
street improvements, and educational, char- 
itable and penal institutions. 

Intangible Properties—Patent rights, 
trade marks, special processes, strategic 
locations, developed business, and goodwill. 

Residential Properties—Clubs, hotels, 
and homes including furnishings, decora- 
tions, and collections of art objects. 


II 


Regardless of the purposes for which ap- 
praisals may be used, there are certain fun- 
damentals that have to be considered in con- 
nection with property analysis and valua- 
tion. 

The investment in the properties may be 
measured on the basis of the original in- 
vestment representing the actual expendi- 
tures made at the time the properties were 
acquired, constructed or equipped ; an aver- 
age investment representing what the prop- 
erty would have cost at prices at the given 
time or over an average period of years 
that may be estimated for the purpose of 
computation; and the normal investment 
represented by the cost of reproduction as 
of a specified date. In order to have a basis 
for uniform measurements, there must be 
a fixed standard. This fixed standard is the 
cost of reproduction new. The cost of re- 
production new represents a determinable 
fact that can be applied consistently and 
effectively to all properties. 

Contrary to a popular misunderstand- 
ing, reproduction cost can usually be more 
accurately determined than can the original 
cost. The latter has variables due to time 
and conditions that destroy its value as a 
basic measurement. A recorded book cost is 
not necessarily a correct statement of ac- 
tual cost. The actual cost of a composite 
property is subject to many variables of 
accident, judgment, price differentials, la- 
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bor conditions, weather, overhead charges, 
and contractors’ profit or loss. The ap- 
praised cost of reproduction should be and 
is, in organized appraisal practice, the re- 
sult of scientific cost analysis built upon 
recorded and proven data as to average nor- 
mal unit-prices, labor efficiency, overhead 
charges and cost formulas supported by a 
sufficient background of results tested by 
actual experience and represents the invest- 
ment which would normally be required to 
replace the assets in accordance with the 
market condition at the time and place. 

For a new property the appraised cost 
of reproduction should serve as proof of 
the reasonableness of the actual costs or as 
a basis for correction of the actual costs, to 
bring them into line with a normal invest- 
ment for the facilities acquired. 

The cost of reproduction may be applied 
to the actual facilities appraised, or to the 
cost of reproduction of facilities of equal 
character, and of the same productive ca- 
pacity, depending upon the requirements of 
the individual case. For equipment not now 
on the market, the cost of reproduction 
should be determined in comparison with 
similar equipment on the market. There are 
exceptional conditions where the cost of re- 
production new should be on the basis of 
replacement, with second-hand equipment. 

The cost of reproduction is one of the 
fixed and determinable facts from which 
much economic and valuation thinking is 
done. It is necessary for the determination 
of value. The cost of reproduction new, how- 
ever, serves only as a base to which the modi 
fying factors of physical condition, obso- 
lescence, utility, profitableness of use, and 
an economic background are to be applied. 

In the determination of value, the basis 
used in determining the cost of reproduction 
must govern the determination of the de 
preciation to be deducted. 

The appraiser determines “accrued de 
preciation” through personal inspection of 
the condition of the assets, consideration of 
its operating efficiency, and estimate of its 
remaining serviceable life in. comparison 
with a new article. The definition of deprect 
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ation in the Federal Reserve Act of 1928, 

A reasonable allowance for the exhaustion, 
wear and tear of property used in the trade or 
business, including a reasonable allowance for 
obsolescence, 


correctly applies to the practice of the ap- 
praiser. Unusual depreciation, resulting 
from inadequacy, obsolescence, excess or 
ineffective construction and equipment, ex- 
cess of productive capacity, and unbalanced 
conditions, must be reflected in depreciation 
or value, as the facts and conditions in the 
individual case require. 

The “accrued depreciation” of the ap- 
praiser is not substantially different in prin- 
ciple from the “depreciation reserve” of the 
accountant. To be comparable, of course, 
they must be determined upon the same 
base, that is on original cost or reproduc- 
tion cost. There may be these differences, 
however. The appraiser aims to determine 
the “accrued depreciation” on the basis of 
the actual facts as to the diminution in cost 
necessary to determine value. The “depre- 
ciation reserve” of the accountant may be 
the result of the mathematical application 
of theoretical or arbitrary rates of depre- 
ciation. It should be checked periodically 
against the appraiser’s “accrued deprecia- 
tion” to ascertain its consistency with or 
variations from property facts. 


ill 

Notwithstanding the fact that value is 
defined in the dictionary and in textbooks, 
and has been determined in many cases in 
the courts, yet value is an elusive fact and 
remains to be defined and determined in ac- 
cordance with the conditions governing in 
each specific case. The value of a particular 
property will be found somewhere within the 
confines and influences of the investment 
that would be required to produce it, con- 
dition and utility of the assets, return in 
satisfaction or profit that might be received 
or anticipated from use, and public opinion 
under the influence of mass psychology. 

Value is a variable, it is subject to rapid 
changes and varies with time, place and con- 
ditions. This tends to create confusion in 
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the public mind. In an effort to define value 
of a specific time, place and condition, nu- 
merous modifying terms have been used such 
as: market value, fair value, exchange value, 
actual cash value, true value, economic 
value, intrinsic value, sound value to a go- 
ing concern, going value, insurable value, 
liquidation value, etc. But these terms are 
poorly defined and to the lay mind frequent- 
ly have little significance, or tend to con- 
fuse. 

Market value, under its commonly ac- 
cepted legal definition, is difficult to apply 
at times for property that has no readily 
realizable market value. Intrinsic value 
should represent what a property is worth 
in the light of well-informed and balanced 
judgment as to the future satisfaction or 
profit to be derived from its use. Market 
value may vary from intrinsic value as a re- 
sult of mass psychology in overvaluing or 
undervaluing from undue optimism or pessi- 
mism. Market or intrinsic value should gov- 
ern in the normal sale of property. In the 
determination of value by appraisers for 
this purpose there should be no difference 
as to whether they are serving the buyer 
or seller. They frequently serve both where 
their value determines the selling price. 

It is taken for granted that the appraiser 
should fix his values in accordance with the 
facts applicable to the individual case, un- 
influenced by external considerations of 
buyer or seller, lessee or lessor, government 
or taxpayer, defendent or plaintiff. In this 
he stands on the same ethical grounds as 
the accountant. Many appraisals are made 
on the basis of the mutual agreement be- 
tween the buyer and the seller to accept the 
value of the appraiser. Very frequently this 
is done without such agreement, even where 
the appraisals may have been made for but 
one of the parties interested. 

Value represents the relative desirability 
at the time and under conditions governing 
its use. As of specific time, place, and con- 
ditions, value is not a variable. There are, 
however, certain traditional habits and 
points of view that have developed in dif- 
ferent lines of business, and in values for 
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different purposes, that have modifying in- 
fluences. Illustrations of this could be drawn 
from practical business experiences, in the 
determination of values for the adjustment 
of fire losses, real estate taxation, transfer 
taxes, mergers and liquidations. 

The appraiser customarily bases his con- 
clusions on the “sound value to a going con- 
cern.” This means that his conclusion is 
based on the cost of reproduction new, less 
an allowance for depreciation for exhaus- 
tion, wear and tear, and a reasonable allow- 
ance for lack of utility and obsolescence, 
and on the assumption that the property is 
to be continued in its normal use by a suc- 
cessfully operating business. 

The appraiser may go further in his in- 
vestigation, in the determination of the bal- 
anced condition, utility of operation, capac- 
ity in relation to productive requirements, 
location in reference to raw materials and 
market, and the possibility of operating the 
properties at a profit. Where this is done 
he may designate his conclusion as “market 
value,” “intrinsic value,” “liquidation 
value,” or other modifying terms, designat- 
ing the extent of his investigation, or the 
conditions governing the valuation. The 
“sound value” is applied to the physical 
assets. Any value in excess of the value of 
the physical assets pertains to intangible 
assets and is clearly differentiated as in- 
tangible. Intangible values may include or- 
ganization, attached business, patents, spe- 
cial advantages, unusual earning power, and 
good will. By the appraiser, the sum of these 
is frequently termed “business value” and 
is commonly represented by “goodwill.” 


IV 


We have passed through a great period 
of expansion, and from about 1896 to 1929, 
this was accompanied by a more or less 
gradual increase in labor and material 
prices and has been followed by the rapid 
decrease in prices and property values 
starting about the middle of 1929. It is 
now quite freely admitted that our indus- 
trial civilization is in a critical period. 
Many have attempted to appraise our 
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present situation in relationship to the 
other periods in economic history. There is 
a general concord of opinion as to the gen- 
eral facts, but much disagreement as to 
many of the factors of cause and remedy of 
the conditions that now confront us. 

The question is up for consideration as to 
what the appraiser has to offer toward meet- 
ing the situation. At least one of the eco- 
nomic factors that stands out in the con 
sideration of the general subject, is the pres- 
ent relationship of the real capital to earn 
ing power, and how to determine and main 
tain the proper balance. The plant faeili- 
ties comprising the fixed assets in the ae- 
counts and balance sheets, represent a large 
part of the total capital of industrial, pub- 
lic utility, natural resource, and merchan- 
dising enterprises. In some cases, as in the 
steel industry, the capital in the fixed assets 
may be equal to, or greater than the total 
plant capacity as measured in cost of, or 
the normal prices obtainable for, the prod- 
ucts. The accounting for fixed assets has 
been primarily on the basis of the original 
investment or actual costs. The book invest- 
ment, however, has frequently been restated 
in the accounts, both on a basis to conform 
to actual or estimated, reasonable original 
costs, and on the basis of the cost of repro 
duction of the assets currently found, by 
means of an appraisal of the properties, to 
be used and useful in the conduct of the 
business. 

The period from 1919 to 1928 was one of 
great expansion in productive facilities. The 
investment in a large percentage of our most 
productive equipment was made during this 
period. This was also a period of mergers, 


combinations, and refinancing, most of 


which were made on the basis of market 
values then prevailing. Therefore, to a large 
extent, our industry is capitalized on this 
basis of excess capacity and _ high-cost 
plants. 

We have now gone through nearly three 
years of readjustments, during which thert 
has been marked progress in the reintegr® 
tion of productive facilities. Changes i 
products, decrease in demands, altered mat 
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ket conditions, and inadequacy and obsoles- 
cence of properties, have caused machinery, 
buildings, and plants to be idle, abandoned, 
consolidated, and rearranged. These con- 
ditions have resulted in the fixed asset ac- 
counts being out of balance with the pres- 
ent values, extent and utility of the assets 
they represent, and the present and poten- 
tial volume of business and profits. This 
condition requires remedy through a reap- 
praisal of the assets and the restatement 
of accounts on the basis of the investment, 
depreciation reserve, and the fixed charges, 
consistent with the assets useful to the busi- 
ness, and the anticipated production re- 
quirements. 

This reappraisal of the assets would 
(modified by specific conditions governing 
in the individual case) include (1) a careful 
study of the economic facts and physical 
characteristics of the properties, and (2) 
an inventory of all the assets, land, con- 
struction, buildings, machinery, equipment, 
tools, drawings, patterns, etc., classified in 
accordance with their usefulness to the 
business. ‘The assets will be distinguished as 
between those which (1) are necessary for 
the normal conduct of the business at the 
estimated capacity requirements; (2) have 
an uncertain partial or potential utility to 
the business for occasional or part time use, 
or for possible future development, but not 
having full utility for the normal antici- 
pated requirement; (3) do not have utility 
to the business and which could be disposed 
of, or retained at salvage or sales value, as 
an unused investment. 

A restatement of the plant accounts and 
the fixed charges on the basis of such an ap- 
praisal may result in a write-down of the 
fixed asset accounts with corresponding ad- 
justments in the capital or surplus ac- 
counts; a restatement of the depreciation 
reserve account with corresponding adjust- 
ments to capital or earned surplus; revised 
depreciation charges based upon the writ- 
ten-down assets in accordance with their 
serviceable utility in production; a saving 
iN maintenance cost resulting from the se- 
Sregation of the non-useful assets, and pro- 
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tecting, storing or disposing of them; a 
possible reduction in real estate and per- 
sonal property taxes through the segrega- 
tion and write-down of values on the non- 
usable assets; and a reduction in insurance 
premiums through a restatement of insur- 
able values and the insuring of non-usable 
assets at actual “cash value.” The appraisal 
service should be adapted to the accounting 
and engineering requirements in the indi- 
vidual case, but ordinarily it would prefer- 
ably be a detailed, departmental appraisal 
that would permit of future accurate ac- 
counting for each classification and indi- 
vidual units in accordance with future prop- 
erty changes in location and utility. 

We are now well into the period of read- 
justment when the results of the reintegra- 
tion of plant property and the lower price 
levels have had their effect upon the plant 
values. Competitive productive facilities 
may be acquired on the basis of a lower in- 
vestment. Operating costs and prices for 
products are on a lower level. 


The setting-up of any accurate cost sys- 
tem involves the allocation of the properties 
and their investment to the various depart- 
ments, production centers, or machine units. 
An appraisal for this purpose must classify 
the properties and their cost and value in 
accordance with such classifications as may 
be laid out in the cost system, in order to 
permit of the correct allocation of the fixed 
property changes and other overhead costs 
to the respective cost centers. An appraisal 
for this purpose should serve as a founda- 
tion for determination of actual costs, or 
standard costs; and for each cost center 
should establish an itemization of the prop- 
erty assets; the investment in detail and in 
total; the normal, monthly, or annual an- 
ticipated depreciation charge; the normal 
average maintenance charge in excess of 
those provided for through depreciation; 
and a basis for the allocation of property 
taxes, fire insurance premiums and other 
overhead charges to be allocated upon a 
property or engineering basis. 


the 
is 
en- 
3 to 
y of 
8 to 
- 
eco- 
Tes- 
arn- 
ain- | 
cili- 
ac- 
rge 
pub- 
an- 
the 
otal 
or 
rod- 
has 
; 4 
rinal 
est- 
ated 
orm 
yinal 
pro- 
by 
s, to | 
the 
e of 
The § 
most 
this 
vers, 
of 
rket 
arge 
this 
cost 
hree 
here 
} 
es iD 
mar 


212 


Diversified products and mass produc- 
tion have necessitated departmental ap- 
praisals as a basis for any accurate deter- 
mination of actual and standard costs. 
Wages, in a variable degree, have been su- 
perseded by interest, depreciation, main- 
tenance, insurance, and taxes on property 
investment. The growth of modern industry 
is dependent on large investments in elabo- 
rate, complicated, labor-saving plant facili- 
ties. To an in creasing extent, the deter- 
mination of the fixed charges, resulting from 
the ownership and operation of such facili- 
ties, has a vital bearing upon the success of 
the business. 

Appraisal service promotes property 
control through the analysis of costs, 
values, depreciation and other charges in 
accordance with property facts, as evi- 
denced by a personal study of their extent, 
character, condition and operation. Ap- 
praisals are also made for the various forms 
of insurance, and more particularly for fire 
insurance. Nearly every appraisal is used 
for this purpose, and every property owner 
carries fire insurance, yet there is an as- 
tonishing lack of understanding on this sub- 
ject. The appraiser, however, must be gov- 
erned by the laws, regulations and customs, 
relating to placing and collecting fire in- 
surance. Insurable value is defined by stand- 
ard fire insurance policies as “the actual 
cash value (ascertained with proper de- 
ductions for depreciation) of the property 
at the time of loss or damage.” The insured 
is required, after the fire, to furnish the in- 
surance company with “a proof of loss— 
the cash value of each item—verified plans 
and specifications of any building, fixture, 
or machinery destroyed or damaged—and 
submit to examination under oath.” The 
amount of the insurance to be carried must 
be. determined before the fire, but the proof 
of loss is determined in accordanec with the 
actual cash value at the time of the fire. 
The insurable value may be determined ex- 
clusive of certain permissible exclusions of 
property not subject to fire hazards, and 
in coverage may be subject to the provision 
of a co-insurance clause, if any. In accord- 
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ance with certain theories of practice that 
have grown up in connection with deter 
mination of value in the adjustment of fire 
losses, obsolescence and lack of economic 
utility are frequently not given full recog. 
nition. The required compensation of the 
insured for partial losses complicates the 
consideration of insurable value, as does the 
determination of “consequential damages 
for partial taking in condemnation proceed- 
ings.” The provisions of policies in refer- 
ence to coverage, and the requirement of 
“rating” makes it necessary or desirable 
that the values be correctly allocated to 
the respective insurable divisions of the 
property. 

It would be impractical to enumerate and 
describe in detail the various applications of 
appraisal service. It enters into every busi- 
ness transaction wherein property facts are 
involved. One important precept for op- 
erating executives is to “know your proper- 
ties.” This can best be done through a de 
tailed appraisal which serves many recog- 
nized, as well as unforeseen, requirements, 
some of which may be enumerated as fol- 
lows: 


1. A detailed property record for service 
to the operating staff in connection 
with plant maintenance, alterations, 
and betterments. 

2. Evidence in connection with property, 
income, inheritance and estate taxes. 

3. Settlement of controversies involving 
property segregation or valuation in 
arbitration or litigation, in case of con- 
demnation, damage suits, common stock 
valuations, trustees and receiverships. 
Such services may include the render- 
ing of testimony before courts, com 
missions or arbitration boards in sup 
port of valuations. 

4. Reports for bank or commercial credits, 
covering analysis of property expend: 
tures, depreciation, obsolescence, and 
utility values bearing directly on earn 
ings and earning potentialities. 

5. Analytical and valuation reports for 

rate making in determining rate base, 

fixed charges, and fair rate of retum 
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on public utility properties. 

6. Analysis of property changes over 
prior years for the reconstruction of 
property expenditures and charges en- 
tering into the reconstructed earning 
statements, as a basis for financing, 
mergers and consolidations. 

7. Valuation of natural resources on the 
basis of their prospective, profitable 
utilization. 

§. Valuation of the tangible and intan- 
gible assets of a business as a basis for 
the placing and adjusting of business 
insurance trusts. 

9. Periodical restatement of property 
facts and valuations, necessary for the 
administration of trustees and trust es- 
tates. 

10. Continuous appraisal service, with a 
current analysis of property expendi- 
tures and periodical reinspections of 
the property, for periodic reports on 
changing property conditions and mar- 
ket values. 

VI 

Few, if any, personal service organiza- 
tions are required to work in closer codpera- 
tion than the accountant and the appraiser. 
The accountant relies upon the appraiser 
for the property facts supporting the fixed 
asset accounts, depreciation reserves, and 
the fixed property charges entering into the 
operating costs. In these respects the ap- 
praiser should prepare his report in a form 
and manner to best serve the requirements 
of the accountant. 

Where the statements from the report of 
the appraiser are used or quoted by the ac- 
countant in setting up the balance sheet or 
operating statements, it is customary for 
the accountant to so state, giving the name 
of the appraiser. In doing so the accountant 
assumes no responsibility for the apprais- 
er’s report. It may be a moot question, how- 
ever, as to the degree of responsibility the 
accountant should assume for the state- 
ments of the appraiser which he accepts 
and includes in his report. 

The accountant, in the ordinary practice 
of his profession must of necessity, become 
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familiar with the work of appraisers, and 
know something of their experience and 
qualifications. He frequently has occasion 
to consider whether or not the appraisal re- 
port in a specific instance is consistent with 


the facts, information, and opinions 
brought out by his investigation. Where 
there are apparent discrepancies between 
such information and the appraisal state- 
ment, how is he to discharge such responsi- 
bility as he may feel toward his client and 
the public, and what is the proper qualifica- 
tion in his own report? 

The accountant and the appraiser usual- 
ly work in a close harmonious relationship. 
They deal with the same set of facts as far 
as the assets covered by the appraisal are 
concerned, and there should be no unrecon- 
cilable differences between the facts as 
stated by the accountants and as shown by 
the appraisal report. 

The appraiser also has occasional use of 
the accountant’s report in connection with 
the determination of values, and must give 
careful consideration as to whether the ac- 
countant’s report is consistent with the pur- 
pose for which he is using it, and if this 
analysis of the investment, depreciation, 
maintenance, and fixed property charges, 
properly reflect the facts for which it is 
being used by the appraiser. The account- 
ant, of course, has the opportunity (or may 
seek it) of conferring with the appraiser in 
regard to any questionable items, and have 
his judgment satisfied before the issuance 
of his certificate. 

It does not appear that the accountant 
can fully discharge his responsibility by 
simply stating that certain figures in his 
report are “as appraised by .”” He must 
have some responsibility for the appraiser 
and the apparent reliability and consistency 
of the appraisal report, for the purpose for 
which he is using it. The accountant neces- 
sarily therefore has, or should have, some 
measure of responsibility, understanding 
and influence in supporting and maintain- 
ing the general standards of appraisal prac- 
tice, at least in so far as appraisal reports 
are reflected in certified statements. 
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E D I 


... THE INVESTOR 
AND FINANCIAL 
STATEMENTS... 


There are three 
reasons why 
financial state- 
ments are hard 
for the layman to 
read: first, because he may be unfamiliar 
with the forms, customs, and terms of the 
financial world; second, because, even 
though he possesses such familiarity, many 
business enterprises do not correspond to 
type and it becomes very difficult to pre- 
sent their assets and operating results in 
conventional form; and third, because the 
statements themselves have been prepared 
either unintelligently or with the express 
idea of concealing rather than revealing in- 
formation. Unfortunately this last-named 
difficulty is more widespread than is gen- 
erally supposed by the investing public; 
some of our largest corporations, the num- 
ber of whose stockholders runs far into the 
thousands, have been guilty of deliverately 
withholding unfavorable information from 
their investors. The reason so often given, 
namely that competitors may seize upon and 
make use of this information, can be justi- 
fied only in rare instances. 

It would seem to ke axiomatic that when 
a business organization offers its securities 
to the general public it should make avail- 
able to the public complete information re- 
garding its financial history, its personnel, 
the character and trend of its sales and 
profits, and its present financial position as 
expressed in a balance sheet. If there is any 
danger that competitors may profit by the 
publication of all these facts, it is possible 
that the public should not be asked to par- 
ticipate in its earnings. The public owner- 
ship of a business enterprise demands that 
investors be taken into the confidence of the 
management and that the management in its 
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prospectuses and in its quarterly and an- 
nual reports account in the plainest terms 
for its stewardship. 

Every prospectus or circular advocating 
the purchase of a security can be regarded, 
under present conditions, only as an adver- 
tisement: a glowing optimistic account of 
successful management, unparalleled earn- 
ings, enviable financial position, a certain 
future. Indeed, an adroitly worded prospec- 
tus can be very misleading without contain- 
ing actual untruths. If the investor should 
rely wholly upon such information he would 
be unable to judge the security fairly. He 
must know the unfavorable side of the pic- 
ture as well, and this he can secure only 
through investment counsel, or through his 


own efforts if he is persistent enough and 
knows what to get and how to get it. 
Perhaps the first requirement of a good 
financial statement is that it be reasonably 
detailed. Condensed balance sheets and 
statements of profit and loss are nearly al- 
ways misleading. The modern industrial cor- 
poration or public utility is a complex eco- 
nomic structure. Its financial framework is 
a composite of many elements the correct 
joining of which gives strength or weakness 
to the whole. If the management has been 
competent, free to work out its problems, 
and farsighted, the financial framework has 
been maintained in a simple and understand- 
able form. If the management lacks compe- 
tence, has been subjected, for a variety of 
reasons, to pressure from persons having 
little concern for unprotected investors, or 
has had to adopt questionable expedients 
necessary to preserve the corporate exist- 
ence, the financial statements, particularly 
balance sheets, are likely to contain heavily 
valued items which the outsider may well 
despair of understanding or—even where 
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he can understand them—of evaluating for 
himself. 

A single example, picked at random, will 
illustrate how the investor must exercise 
judgment when faced with financial state- 
ments. This example is no different in its 
essential aspects than many others that 
might have been selected. A certain publish- 
ing company has had its stock listed on a 
prominent Stock Exchange for years. Let 
us say that a prospective investor is ad- 
vised by a broker to buy 100 shares of its 
capital stock at current market which is 
about 214. The broker informs the investor 
that in 1981 the stock sold for more than 
20; that earlier in 1932 it sold for 45¢; 
that its per-share earnings for 1928 were 
$2.82, for 1929 $1.03, for 1930 $2.18, for 
1931 $1.59, averaging for the four years 
$1.78 ; that now it is a wonderful buy at the 
present low levels, an annual “return” of 
over 70% on the investment being indicated. 
He produces the report to stockholders for 
1931 containing a letter from the president 
and a balance sheet and statement of profit 
and loss. The following data is abstracted 
from the report: 

From letter of president : “The net earn- 
ings after all charges [italics not in origi- 
nal] for the year 1931 were $292,337.77, 
equal to $1.59 a share. . . . Your Com- 
pany’s affairs are being conducted eco- 
nomically, and on what I believe to be a 
high standard of efficiency. The publica- 
tions of the Company enjoy a standard with 
buyers, dealers, and consumers that prom- 
ises well for the future.” 

Listed among the assets on the balance 
sheet : 


Other deferred charges—unabsorbed 
portion of extraordinary advertising 
and expansion costs of prior years; 
subscription expenses, less deferred 
subscription income, etc. ............ $ 1,454,268.29 


Publications, copyrights, subscription 
lists, advertising contracts, etc....... 13,893,271.18 
Listed among liability items: 


Capital stock [no-par; description 


Editorial 


Surplus arising from issuance of no- 
par stock, less amount utilized for ex- 
traordinary adjustments ............ 10,155,078.96 
Earned surplus 875,088.32 


From auditors’ certificate: 


THE COMPANY: 

We have audited your accounts and those of 
your subsidiary companies for the year ended De- 
cember 31, 1931, and subject to the adequacy of the 
reserve for depreciation and to there not having 
been absorbed during the year any portion of cer- 
tain costs previously deferred as extraordinary ex- 
pansion expenses, in our opinion the above con- 
solidated balance sheet and the accompanying state- 
ment of consolidated income and [italics not in 
original] surplus, set forth respectively, the finan- 
cial condition of the companies at December 31, 
1931, and the results of their operations for the 
year ended that date. 


From statement of earned surplus: 
Charges: 


Adjustment of reserve for returns . .$507,021.70 
Adjustment of advertising revenue ap- 
plicable to prior years .............. 107,194.23 


Loss on foreign exchange—deprecia- 
tion in value of net assets of foreign 
branches, less portion charged to cur- 


Miscellaneous items applicable to prior 

5,846.81 
Total charges to surplus ........ $660,489.80 


A prospective investor should, from the 
above, be led to inquire: 

(1) Is there any actual equity of stock- 
holders left? If the two intangible items 
listed above, which total $15,347,539.47, 
are compared with the three items of capital 
stock and surplus, totaling $14,709,547.28, 
the stockholders are seen to have no equity 
whatever in anything of a tangible char- 
acter. Again if they are compared with the 
same items of last year, it will be found 
that they have been increased $182,240.79 
during 1931. Deferred items of this sort are 
very doubtful assets at best and the audi- 
tors properly make mention of the fact that 
this year’s operations have not been charged 
with any portion thereof, thereby calling 
the attention of the reader to the uncon- 
servative attitude of the management to- 
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ward this huge sum. The proverbially am- 
biguous language of the auditor must be 
studied carefully by the investor if he is to 
observe these hidden criticisms. 

(2) What is the matter with the pro- 
vision for depreciation? The auditors re- 
fer to “the adequacy of the reserve for 
depreciation,” which in plainer English 
would seem to mean that the total of the 
annual charge-offs to operations is, in their 
opinion, based on their experience, insuffi- 
cient. The charge-off for 1931, according 
to the income statement, is less than 3 per 
cent of the cost of the buildings and equip- 
ment, while the accumulated charge-offs are 
less than 25 per cent of total cost. Both 
these percentages look low, how much too 
low no one can tell from the balance sheet 
presented. The auditors, whose judgment 
on such matters would have been valuable, 
are silent. They merely criticize the man- 
agement : vaguely, no doubt, but sufficiently, 
according to present canons, to put the 
wary investor on notice. 

(83) What was the actual net profit or 
net loss for the fiscal year 1931? The presi- 
dent’s letter states that net earnings “after 
all charges” were $292,837.77; but de- 
ducted from earned surplus, after having 
been swelled by that sum, are four “charges” 
totaling $660,489.80, indicating, in the 
light of ordinary accounting practices, that 
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a net loss of $868,152.03 for 1981 is much 
nearer the truth than the profit claimed in 
the president’s letter. The auditors suggest 
that the “net earnings” are not as low as 
they should be when they state that the re- 
sults of the year’s operations are set forth 
in the statement of income and surplus, 
There is a further possibility that the audi- 
tors mean to indicate that the increase in 
deferred charges mentioned above of 
$132,240.79 might well be charged to op- 
erations; if so, the net loss of $868,152.08 
would become a net loss of $500,892.82—a 
strange contrast to the profit of 
$292,337.77 reported by the president! 

In short, the investor must be taught how 
to review financial statements or he must 
seek expert advice. Neither the above com- 
pany nor its auditors, within the purview 
of current financial standards, have com- 
mitted any sin, because enough information 
—some of it in the form of hints—has been 
presented to put the investor on his guard. 

Yet training the investor in the wisdom 
—or should one say wiles?—of corporate 
prospectuses and reports is not the ultimate 
solution. If investment bankers, with the aid 
of accountants,.or, better, if accountants 
alone cannot create adequate standards of 
corporate reporting to the investing pub- 
lic, the public has the right to question the 
asserted disinterestedness of the profession. 
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BOOK REVIEWS 


Law for Laymen, Harold Dudley Greeley. (New 
York: American Institute Publishing Co., Inc., 
1932. Pp. xxiii, 347.) 


While a considerable body of literature has been 
developed on the subject of business law, a new 
book on this subject is always of considerable in- 
terest to instructors in schools of business in the 
various universities and colleges. 

The method of treatment by the various authors 
is by no means uniform. It differs in the branches 
of law covered, their classification and arrange- 
ment, use or non-use of cases, and so forth. Rough- 
ly, however, these works can be grouped or classi- 
fied. First, there is the textbook treatment, setting 
forth general principles and important exceptions, 
with explanation, illustrations, and examples, but 
few or no cases. Second, there is a similiar treat- 
ment with numerous cases interspersed through- 
out the text, or placed together at the end of the 
text material. Again, there are case books, being 
simply collections of cases with little or no ex- 
planatory or text material. Finally, there is the 
textbook or series of texts, ample in explanation, 
examples, and references to leading cases, and ac- 
companied by a collection of cases and other ma- 
terials (forms, statutes, etc.) in a separate volume 
or volumes, the case material being discussed and 
elaborated by the author. 

These different methods indicate not only the 
expected individuality of the various authors, but 
also the enormous scope of that part of the law 
called, for convenience, business or commercial law. 
The immensity of the field of business law is some- 
what difficult for even the student of business to 
grasp. It not only accounts for the variety of pres- 
entation above indicated, but also the difficulty if 
not impossibility of producing a treatise universally 
acceptable to business law instructors in collegiate 
schools of business. 

The author of Law for Laymen was peculiarly 
fitted in many respects to produce this, the most 
recent work on business law. He formerly prac- 
ticed as a certified public accountant, and has for 
many years been a practicing attorney in New 
York and Connecticut. I am reliably informed that 
his experience and ability in the field of estates 
and taxation is rated very highly, and that he has 
produced some excellent writing on these topics. 
As to the extent to which he has taught business 
law I am not informed. The author of every work 
on this subject with which I am acquainted has 
been an instructor in some collegiate school of busi- 
ness, which is doubtless true of the author of Law 
for Laymen. 

It is from the standpoint of the student as well 
as an instructor that I venture to suggest a rather 
serious omission in the book under discussion. If 
the author had not been engaged for any consid- 


erable time as an instructor in this subject, the ab- 
sence of adequate explanation, elaboration, example, 
illustration, and citation of at least some outstand- 
ing cases would perhaps be expected. As it is, I 
can only understand such omission on the ground 
of lack of space or time. 

Law is technical. It has its own peculiar vocabu- 
lary. Its rules are countless. In most cases a bare 
statement of a rule of law is meaningless to the 
hearer or reader. Take, for example, the rule that 
consideration is a detriment to the promisee, or 
such apparently simple terms as offer, agent, trust, 
will, to say nothing of such terms as marshaling of 
assets, fee simple absolute, ultra vires, cestui que 
trust, etc. Even when the student’s text furnishes 
him with reasonable explanation and illustration of 
the language and rules of the law, it remains neces- 
sary for his instructor still further to explain and 
iliustrate the text in the classroom. 

It is true that the author in his preface warns 
the reader that thoroughness in explanation must 
not be sought. It is also true, as already stated, 
that the scope of business law is enormous. On the 
other hand, several writers have succeeded in 
amplifying and illustrating their texts and case 
books to such an extent that a student could gain 
a fair knowledge of the topic from a careful read- 
ing alone. Certainly such student would be better 
prepared for his class lectures and discussions, and 
better able to make use of his knowledge in the 
field of business, than he would by studying a text 
deficient in explanatory and illustrative material. 

Another omission, not confined to the work in 
question, is the absence of any presentation of the 
philosophy of the law. By this I do not mean any 
such technical and elaborate presentation as con- 
tained in the works of Pound, Von Jhering, Ko- 
courek, Holmes, and others. But in books on busi- 
ness law I believe there should be shown both ex- 
pressly and implicity the nature of law, its origin 
and sources, its flexibility as well as its conserva- 
tism, its place as a social science, and particularly 
the relation between law and business, with em- 
phasis on the fact that business customs and prac- 
tices appear first in time and development to be 
followed by the law to guide and serve business, 
elevating to principles and rules of law the vast 
majority of such practices and customs and de- 
claring illegal such practices and customs as are 
socially harmful. A general comprehension of all 
this is not only important in itself to the student 
of business but also better enables him to grasp 
the definite principles and rules of business law 
itself. It is therefore to be regretted that while the 
author states in his preface that there is a presen- 
tation of something of the philosophy of the law, 
it unfortunately does not appear in the text. 

Because of the omissions above indicated the 
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book resolves itself largely into a terse, compact, 
comprehensive statement of rules of law. The para- 
graphs in many cases are too long. Taking one at 
random, paragraph 1803 on pages 261-262, we find 
it covers more than a page and contains at least 
thirty-five rules of law. This, together with the 
rather small type used, prevents the book from 
being as readable as one with short paragraphs, 
larger type, numerous topic and subtopic captions, 
and similar devises. 

As to the topics treated, there is nothing left 
to be desired. Every branch of law concerning busi- 
ness is presented. The classification or order of 
presentation of the different branches of law dif- 
fers somewhat from that of the majority of busi- 
ness law texts. This, however, is a matter of per- 
sonal choice and individual preference. For the 
purpose of study or teaching, however, one would 
expect to find the more advanced topics of Real 
Property, Patents, Equitable Rights and Remedies, 
to appear after the more elementary and funda- 
mental topics of Sales, Bailments, and Negotiable 
Instruments rather than before. This, however, is 
a matter of minor importance. 

The book is well written, has been carefully 
proof-read, contains an excellent index, and, I be- 
lieve, covers as much ground as any other book on 
the subject. It indicates a thorough knowledge of 
his subject on the part of the author. While not 
as satisfactory as some other works for study and 
classroom use, it should prove valuable for refer- 
ence and review. 

I believe that the author himself will be the 
first to accept the suggestions above stated as be- 
ing sound and valid. I further believe, having in 
mind the author’s grasp of his subject and his 
facility of expression, that except for the limita- 
tions of space imposed by the author himself or by 
his publishers, he could have produced a work more 
nearly approximating the ideal business law book 
I have endeavored to indicate. 

Joun C. Teevan 


Bookkeeping and Accounting for Rural Schools. 
M. E. Studebaker. (Cincinnati: Southwestern 
Publishing Company, 1932. Pp. viii, 380.) 

This textbook covers bookkeeping and the ele- 
mentary principles of accounting that are usually 
taken up in a year course in schools of secondary 
grade. According to the preface the author intends 
it to be used in the commercial classes of rural 
high schools and in city high schools located in 
rural communities. So far as the reviewer is aware, 
this is the first book written specifically for edu- 
cational institutions of this type and it doubtlessly 
supplies a demand of long standing. 

The title of the volume is misleading in that it 
conveys the idea that the book is suitable for the 
rural school which term is generally understood 
to mean the one-room country school. Anyone fa- 
miliar with this kind of school knows that the 
teacher has neither the preparation nor the time 


necessary to teach bookkeeping, much less ele- 
mentary accounting. In view of the fact that the 
author states that the book is designed for second- 
ary schools it seems that a more appropriate title 
would be “Bookkeeping and Accounting for Rural 
High Schools.” 

The balance-sheet approach to accounting which 
was probably originally suggested by Professor 
Kester is now approved and used by so many of 
the leading teachers of the subject that the use 
of another approach as in this book seems a step 
backward in pedagogy. The ledger illustrations 
would be more easy to follow if a word or so of 
explanation of each item were given so that the 
reader would not be forced to turn to the books 
of original entry in order to learn the details of a 
particular transaction. In many instances illus- 
trative journal entries would be helpful to the 
student. For example, the explanation of the han- 
dling of petty cash would be much clearer than it is 
if journal entries were given for the transactions 
described in the text. The author treats cash dis- 
counts as other income and expense and fails to 
state that another common practice is to handle 
such discounts as deductions from sales and pur- 
chases. In the discussion of the farm-price method 
of inventory valuation allowed by the Treasury 
Department for income tax purposes nothing is 
said about the fact that the use of this method 
causes the taxpayer to overstate his income because 
it involves the taking up of an unrealized profit. 

However, the many commendable features of the 
book more than offset the minor deficiencies and 
omissions which have been mentioned. The writer 
leads up to the account concept with plus and 
minus signs in an interesting and logical manner. 
After developing the fundamentals of bookkeeping 
he applies the principles to various farm projects 
in a way that should appeal to the average pupil 
in the rural high school. The introduction of the 
work sheet in the early part of the course is an 
innovation which most teachers will heartily ap- 
prove. Many exercises and problems are found at 
the end of each chapter. If these are faithfully 
worked out and answered by the student the prin- 
ciples elaborated in the text will be well fixed in 
his mind. The practice sets for the various farm 
projects require the handling of practically all 
typical transactions and appear to be carefully 
planned by the author. For most students the sum- 
mary at the end of each chapter will prove to be 
a valuable help for review purposes. Illustrations 
of business forms in colors give a touch of realism 
to the chapter dealing with that subject. The chap- 
ters on the special journals are unusually informa- 
tive and well written while those on codperative 
associations and the Four-H Clubs are especially 
appropriate in a book of this character. Last, but 
not least, the book is well indexed. 

The reviewer feels that the author has written 
an excellent textbook for the rural secondary school 
and the work is heartily recommended to those who 
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teach bookkeeping and accounting to the farmers 
of tomorrow. 
L. L. Brices 


Concentration of Control in American Industry. 
Harry W. Laidler. (New York: Thomas Y. 
Crowell Company, 1931. Pp. xvi-501. $3.75.) 

The purpose of this volume is twofold: first, 
to show the extent to which the control of im- 
portant branches of American business is concen- 
trated in the hands of a few large organizations, 
and second, to determine whether or not competi- 
tion in our more important industries has been sup- 
planted by monopoly. 

The book is divided into six parts as follows: 

Part I. Historical Sketch.—This consists of one 
brief chapter on the development of big business. 

Part II. Natural Resources.—In the four chap- 
ters of this section a description is given of the 
extent of concentration in each of the following 
industries; oil, iron and steel, coal, copper, lead, 
nickel, aluminum, sulphur, silver, zinc, timber, and 
water power. 

Part III. Our Public Utilities—This part has 
three chapters which deal with our communication, 
transportation, electric light and power, gas and 
water utilities. 

Part IV. Our Manufactures.—The nine chap- 
ters making up this section describe the extent of 
concentration in the following industries; automo- 
bile, tobacco, food, chemicals, wearing apparel, en- 
tertainment, publishing and paper industry, and 
equipment manufacturing for both our industries 
and our homes. 

Part V. Finance—Marketing—Agriculture.— 
Three of the chapters under this division are con- 
cerned with concentration in banking, distribution 
(chain stores), and agriculture. A fourth chapter 
deals with trade associations. 

Part VI. General Considerations—The two 
chapters under this heading are: The Law and 
Industrial Concentration, and Interpreting the 
Trend. 

To prepare a thorough and scientific study of 
this kind is indeed a great task, if not impossible, 
since reliable information is not readily available. 
The author recognizes the difficulties involved when 
he says that “the volume makes no pretense at 
completeness” and that “the book is descriptive, 
rather than an analytical or theoretical study of 
industrial trends.” He states, however, that “some 
facts are common property and their mobilization 
May not be without value.” 

One does not have to read far in the volume to 
realize that it contains in brief form much his- 
torical data about our large corporations. The data 
presented are stated to have been submitted to, 
8 verified by, competent parties before publica- 
ion. 

Although the book is supposed “to present as 
true a picture as possible of economic controlls,” 
still the descriptive material is frequently inter- 


spersed with the author’s viewpoint. The impres- 
sion is often given that large business units are 
greedy overlords exacting tribute from the masses 
(pages 256, 293, 381, 483 and 489). Obviously the 
author is not in favor of concentration in industry 
when that concentration is under private control. 
Even though a “true picture” may be presented 
in most cases, still the eagerness of the author to 
convey his own views lessens the scientific value 
of the study. 

Concentration and monopoly in industry are de- 
termined chiefly as follows: the assets, production, 
sales, and net income of individual companies with- 
in an industry are compared to the assets, pro- 
duction, sales, and net income, respectively, of the 
industry as a whole. There are several instances 
in which these comparisons are not all made, due 
no doubt to the lack of sufficient information. In 
these cases figures for a few individual companies 
are given, but these alone do not show the extent 
of concentration and monopoly. Frequently it is 
stated that the profits of a particular company 
have been considerable, but the profits for only 
one or two years are mentioned. The impression 
is given, too, that where a few huge organizations 
produce a large percentage of the total produc- 
tion within an industry and have assets, sales, and 
net income of corresponding amounts, that compe- 
tition has practically ceased to exist. In this con- 


nection the fact must not be overlooked that these ~ 


large companies are often keen competitors, to say 
nothing about the hundreds of small companies in 
the same industry. : 

The author’s stand on many questions is de- 
batable and will not be acceptable to all. His view- 
point on some of these questions is as follows: that 
our present system of regulation of public utilities 
is entirely inadequate; that the costs of securing 
capital from employees and customers of public 
utilities “is exceedingly expensive”; that the future 
of workers in large organizations is a gloomy one; 
that “water-works corporations are at the thresh- 
old of a significant consolidation movement”; that 
domestic consumers in the electrical industry have 
been discriminated against; and that unified con- 
trol and operation of all our large enterprises by 
governmental agencies will be the best for so- 
ciety. 

Cart E. Attew 


Accounting for Savings, Building, and Loan Asso- 
ciations. Volume I. Savings, Building, and Loan 
Bookeeping. John R. B. Byers. (Chicago: Amer- 
ican Savings, Building, and Loan Institute, 1981. 
Pp. 246. $4.00.) 

Since the building and loan business in the 
United States has grown so that it has assets in 
excess of nine billions of dollars, the American 
Savings, Building, and Loan Institute has been 
performing a most useful service these last few 
years by developing instruction material for those 
persons who are devoting their time and energies 
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to running the associations. In no field of the work 
was there more necessity for the development of a 
text than in accounting. 

The present text has the merit of applying the 
principles of bookkeeping to the specific needs of 
the associations. It is divided into sixteen chapters 
and the plan is to cover the material in as many 
meetings. The second volume will no doubt be de- 
signed to cover a second semester of study. The 
standard course of instruction of the Institute 
covers three years, one of which is devoted to ac- 
counting. The first three chapters of the book deal 
with general principles of debit and credit, the 
journal, and the ledger. Each of the other chapters 
deals with a specific part of the work with asso- 
ciations. Numerous illustrations appear throughout 
the book. The chapter headings are as follows: IV. 
A Building and Loan Association Set of Books; 
V. Opening Accounts; VI. Tellers’ Records and 
Proofs; VII. Bookkeeping Records and Proofs; 
VIII. Block Control Book; IX. Cash Book Rec- 
ords: Reconciliation of Bank Statement; X. Gen- 
eral Ledger Records of Control Accounts; XI. 
Trial Balances and Work Sheets; XII. Adjust- 
ments and Proof Trial Balance; XIII. Figuring 
Dividends; XIV. Income and Expense Statement; 
XV. Resources, Capital and Liabilities Statement ; 
Miscellaneous Records; XVI. Auditing. 

Of course it is impossible to state from a mere 
examination of the book whether it will prove to be 
entirely satisfactory in the classroom. However, 
the principal author, John R. B. Byers, of the 
College of the City of New York, has been the 
instructor of the New York City Chapter No. 18 
of the Institute for a number of years and is 
highly regarded by building and loan men. More- 
over, inspection of the book clearly reveals to 
those who have been in touch with the situation 
during recent years that the material is superior to 
anything heretofore available. The book will be 
revised from time to time, additions and changes 
being made as classroom use determines. 

“Questions, topic outlines, instructors’ syllabi, 
and other materials have been prepared separately, 
as has been the home study course, for all of 
which Volumes I and II are the fundamental text. 
Working materials for problems in a student’s 
manual and complete home study materials have 
been prepared in a student’s portfolio for the home 
study course.” 

Artur W. Hanson 


Principles of Auditing. Eric L. Kohler and Paul 
W. Pettengill. (New York: McGraw-Hill Book 
Company, 1982. Pp. vii, 298. $5.00.) 

Whereas the make-up of this edition follows the 
same general order as the original edition, which 
appeared in 1924, the authors and the publisher 
have done much to better the volume. The appear- 
ance of the book has been much improved and the 
paper upon which it is printed is much more at- 
tractive. In less than two hundred pages the mini- 
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mum procedure underlying any halance-sheet audit 
is discussed. This section is nqv ronnded out by 
two chapters on The Detailed. «.udit and Credit 
Investigations. For the semester course for which 
the book is intended this material she ild be ample. 
Next we have three hundred and fiv: problems and 
questions, as against two hundred a_. seven in the 
first edition, With this wealth of m terial at his 
disposal the instructor will have lit. e difficulty in 
finding enough to suit his needs. Tiese problems 
and questions are of the sort which candidates for 
the C.P.A. certificate are required to answer and 
with which the auditor is confronted often in prac- 
tice. The remainder of the book, nearly one half, 
is devoted to an unusually complete audit prob- 
lem. This problem gives us the working papers for 
the audit of a corporation, summary of informa- 
tion concerning a subsidiary corporation audited 
by another accountant, the working papers of a re- 
tail branch, consolidated Federal Income Tax re- 
turn, and the audit report. When on. compares 
this book with the material available for classroom 
instruction in auditing fifteen years ago he cannot 
fail to be impressed by the notable progress which 
has been made in the field. The stu: ent needs 
thorough instruction in all of the work covered 
by this text; whether it is possible to vive it to 
him in the usual semester course a, rs to be 
open to question. 
ArrHur W. "1anson 


Real Property Leases and the Feder ' Income 
Tax. Herbert F. Taggart. (Ann Ai or: Uni- 
versity of Michigan, Bureau of Business Re- 
search, 1932. Pp. 223. $1.) 

With the establishment of the Sixteen'' * mend- 
ment to the Constitution, giving Cc ss the 
power to levy and collect taxes on incume and 
the subsequent enactment of statutes under this 
authority providing for its practical application, it 
is doubtful whether it was realized fully to what 
degree specific cases would arise which would in- 
volve a misinterpretation of income. Obviously it 
is difficult to draw the line between income proper- 
ly subject to taxation and receipts constituting 
a return to capital. Among transactions, as the 
author of the study has indicated, to which the 
question of the character of such receipts is un- 
usually susceptible, are leases of real property. 
When the owner of the rights to future benefits 
chooses to part with some of them by creating 
leasehold, he has divided a single tangible property 
into two parts. The rights which the lessor retains 
and those which he has transferred to the lessee 
constitute interests which not only may be evalu- 
ated, but may be bought, sold, and transferred. Such 
transactions often involve the computation of 
gains, the nature of which is not determinable. 

Professor Taggart, by compiling a series of 
court cases in which judicial interpretation has 
been involved, has endeavored to clarify the situa- 
tion by explaining the differences, stating the 
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nature of the préblems which have arisen and de- 
veloping @ code“ for future procedure. It is a 
scholarly treatise‘on a complicated and timely prob- 
lem. 
F. DeW. WasHBuRN 
Economic P?éblems of Modern Life. S. Howard 
Patterson nd Karl W. H. Scholz. (New York: 
McGraw- i Book Company, 1931. Pp. xxviii- 
695. $3.75.) 


This is a revision of a book published under the 
same title in 1927. In the introduction to the first 
edition, the authors stated their intention to be to 
prepare a book which might be used either as a 
basis of a course in economic problems or as sup- 
plementary problem material to the traditional 
first course in principles. In the second edition, the 
material has been considerably rearranged. The 
book is now divided into eight parts. Part I is in- 
troductory.and includes a discussion of the nature 
and evolution of economic problems; Part II is 
concerned with the problem of business organi- 
zation; Part III, with domestic exchange; Part 
IV, with {preign exchange; Part’ V, public finance; 
Part VI, with land problems; Part VII, with capi- 
talistic organization and monopoly; and Part VIII, 
with pro..¢7as of labor and industrial unrest. Ex- 
tensive references are made to other works as 
suggestiogs for further reading. Questions and 
topics for discussion are also included at the end 
of each éhapter. 

d= Wrman P. Fiske 


Business Machines. Perley Morse. (New York: 
Lon’ nns-Green & Company, 19382. Pp. xiii-281. 
$3.7 vise 


There exists an amazing ignorance of the fact 
that during the past decade or two the world of 
business has been undergoing what amounts to 
still another phase of the “industrial revolution.” 
The machine has forced its way into the business 
office and has wrought there changes of as great 
importance as ever occurred in the shop and fac- 
tory. A billion-dollar industry has been built on this 
development but, strangely enough, there has been 
slight attention given to this fact in current busi- 
ness literature. There are, of course, technical 
periodicals for the office manager, and an enor- 
mous amount of descriptive advertising literature. 
But prior to the publication of Business Ma- 
chines no attempt has been made to present a 
complete and coherent story of the growth of the 
office appliance industry. 

According to the publishers of this book it is 
“a history of the development of the business ma- 
chine; its application to business practice and ac- 
countancy ; its influence on simplification and stan- 
dardization of commercial forms in government and 
in private business; its place in the commercial 
curricula of teacher colleges and public schools; 
and its service to the commercial, industrial, finan- 
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cial, institutional and professional life of the na- 
tion.” 

The scope of this book is enormous. It includes a 
reference to practically every business machine or 
device of any importance. The natural result of 
any such comprehensive survey is a somewhat 
“scattering” and in some respects a superficial 
treatment. In a short chapter the author disposes 
of subject about which a volume could be written. 
For example, a chapter of seven pages discusses 
“what bookkeeping machines do”; six pages suffice 
for the treatment of “the tabulating machine.” An 
earlier book on the subject of machine accounting 
includes some 600 pages and is still an incomplete 
treatment of the subject matter which this author 
“mentions” in thirteen pages. Obviously this is 
not a book which really explains the uses and 
applications of business machines. It is distinctly 
not a handbook for assistance in solving practi- 
cal problems. 

Perhaps the most valuable part of this book, 
and its real contribution to business literature, is 
the historical matter which it contains. The author 
has evidently secured from the files of each of 
several office equipment manufacturers the story of 
the early development of their equipment and has 
pieced it out with other information extending 
further back into the very early history of business 
machines. The result is a very interesting, though 
not very well organized, story of the growth and 
development of the business-machine industry, from 
the unbelievably crude devices of only a few years 
ago to the marvelous products on display today at 
each annual National Business Show. 

The author demonstrates that office machines 
have resulted in remarkable economies in office 
practice and cites hundreds of cases to prove his 
point. He asserts the absolute dependence of 
modern business methods upon the development of 
business machines. He insists that “the business 
machine is the universal instrument of internation- 
alism. Without it the world structure could not 
efficiently codperate. It gives to the world office 
a common denominator, bringing together dissoci- 
ated activities into standardized formulas that are 
revealing and comprehensible to every nationality 
and tongue, for business facts and figures are as 
universal as music.” 

One of the principal objectives of the author 
seems to be to stimulate further education in the 
use and application of business machines. There is 
presented a summary statement of the present 
status of this type of business training, together 
with examples of typical commercial school cur- 
ricula. His emphasis is upon the development of a 
job proficiency training program, the training of 
operators and the preparation of commercial 
teachers for the training of operators. He deplores 
the fact that the few university courses which do 
include some reference to the application of offices 
machines (usually machine accounting), do so 
“not with the idea of training technicians but with 
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the idea of developing the executive viewpoint.” 
The reviewer agrees heartily with the idea of 
mechanizing vocational business training in second- 
ary schools and business colleges. To do other- 
wise would be as foolish as to teach harness repair 
in a school for chauffeurs. Most graduates of col- 
legiate schools of business, however, will be 
neither commercial teachers nor machine operators, 
and any training offered there in machine account- 
ing or other phase of business machines must be 
from “the executive viewpoint,” and must develop 
the ability to select and apply machines intelli- 
gently, and to measure the results secured from 
their use. The author, perhaps unconsciously, takes 
this viewpoint in the following statement: 
“Accountants, everywhere, are going to find 
themselves on the borderland of the field of human 
displacements, unless they have equipped them- 
selves, or hasten to equip themselves, and acquaint 
themselves in the school of modern office machine 
business. . . . The accountant who will take a course 
in the operation of office machinery, and will school 
himself in its applications and its potential values 
to the employer, will not fall in line with the 
queue waiting outside of the employment office.” 
It is fairly obvious that a book on business ma- 
chines should be profusely illustrated, if it is to be 
of value to anyone not fully acquainted with the 
machines described (and if he were, why should he 
read the book?). The only book on the subject of 
machine accounting is seriously deficient in this 
respect. The author of the book under review has 
realized this need of illustrative material and at 
the end of the volume there are thirty-two pages 
of illustrations of business machines and office 
appliances, as many as eight illustrations appear- 
ing on a single page. They are fairly well chosen, 
in that they are representative of the devices 
discussed in the text proper (although there are 
some serious omissions). Their value is seriously 
impaired, however, by two glaring errors on the 
part of the publisher. In the first place, illustra- 
tions of this kind best serve their purpose if studied 
in connection with a description and an explanation 
of the equipment pictured. Hence it would seem 
best to scatter them through the text proper where 
they would be brought automatically to the at- 
tention of the reader at the proper time. In very 
few cases in this book are the appended descrip- 
tions of any assistance to the reader in visualiz- 
ing the “place and service” of the equipment pic- 
tured. Moreover, it would certainly be possible to 
maintain some proportion between the space de- 
voted to an illustration and the actual size of the 
device which it represents. It is utterly impos- 
sible for the reader of this book to get from the 
illustrations any conception of the relative sizes 
of the devices pictured. Most of the illustrations 
are far too small. In very few cases is the actual 
size indicated by some “background device” such 
as an operator, a human hand, a business paper, etc. 
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For example, a simple little hand numbering ma- 
chine occupies twice as much page space as a 
complex multiplying typewriter billing machine. 
A very simple wire stapling machine weighing 
about one pound occupies twice as much space as 
does a huge punched card printing tabulator, one 
of the most highly automatic pieces of equipment 
manufactured. On the basis of these illustrations 
and their limited description the reader might well 
send the office boy to bring over for inspection a 
couple of those “cute little bookkeeping machines” 
or, on the other hand, might despatch a two-ton 
truck for a check protector that the office boy 
could readily carry under his arm. 

The value of this book will vary greatly among 
individual readers. The completely uninformed 
will find here a wealth of interesting information, 
and will lay the book aside with a completely new 
viewpoint with respect to office practice and the 
training necessary to insure success. The impres- 
sion will be incomplete, and perhaps inaccurate 
in some respects, but nevertheless very much 
worth while. The better informed reader will be 
disappointed, for he will find very little informa- 
tion to assist him in the actual selection or applica- 
tion of equipment. He should, however, discover the 
existence of machines which he should investigate 
further, and after all, to create a desire for 
further information is a real service. 

All readers will be impressed with the impor- 
tance of business machines, their marvelous poten- 
tialities, their great contribution to the development 
of office practice. Their advantages are often over- 
stated, however, for the language of the advertiser 
is very prominent. There are many misstatemenis 
with respect to detailed mechanical features, op- 
erating speeds, average production, etc. This is 
due partly to the very rapid development in this 
field and partly to the inability to investigate per- 
sonally each device described and the necessity for 
dependence to a great extent upon the statements 
of the manufacturer. 

In the opinion of the reviewer this book is well 
worth reading—casually. It will develop a point 
of view, a sense of business change, a philosophy, 
almost, with respect to office practice and the de- 
pendence on mechanical devices for continued busi- 
ness development. Facts, figures, and details of de- 
sign, use and application, however, should be taken 
lightly, for those which are true today may be ob- 
solete tomorrow. In no phase of business is there 
more rapid change than in the field of business 
machines, devices, and systems. 

J. Granam 


America Weighs her Gold. John Henry Rogers. 
(New Haven: Yale University Press, 1981. Pp. 
x-245. $2.50.) 

Professor Rogers’ America Weighs Her Gold 
consists of eleven chapters which fall into three 
main groups. The first includes Chapters I-III in 
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which the balance of international settlements is 
ducidated along with the relation of gold thereto; 
the second group includes Chapters IV-VIII which 
treat of international debts and their consequences; 
the third group includes Chapters IX-XI which 
consider the effect of international debts upon 
present trade relations and economic conditions. 

The author admits that because of “early pub- 
lication . . . much of the study has been too hur- 
riedly made.” Nevertheless his book is stimulating 
and enlightening at a time when enlightenment is 
much needed. Unfortunately the author starts off 
with a rather cursory exposition of the nature of 
the gold standard, a subject about which the world 
knows much too little. But with this foundation he 
approaches the question, “What have been the 
chief influences which have led to this apparently 
greedy rush by two modern nations on the metal 
which forms the basis of the monetary systems of 
the world?” He then considers consequences par- 
ticularly with reference to the United States and 
then more remote and far-reaching effects. 

The approach to the analysis is through annual 
statements of the balance of international pay- 
ments of the United States. Here he first studies 
magnitudes and then “adjustability.” Gold is found 
to have high “adjustability”; tourist expenditures, 
though a large magnitude, has very little and the 
same may be said of immigrant remittances. Other 
and minor magnitudes include charities which have 
little “adjustability” and the same is true of cin- 
ema royalties and miscellaneous invisible items; 
their “adjustability” to balance-of-payments needs 
is “apparently negligible.” Apparently “adjust- 
ability” in magnitudes entering into international 
settlements is distinctly limited and this is the 
main fact to be taken into account when the effect 
of debt settlements is considered. The war brought 
about a significant change in capital movements, 
both long and short-term, partly because “during 
the World War, the American public in large num- 
bers, learned . . . how to invest.” If this be limited 
to the war period, the statement is acceptable; 
otherwise we must dissent. Recent events disclose 
in a most painful way that the American public 
has not yet learned to “invest” and this is only 
more true with respect to foreign securities than 
others. At any rate the war made us a creditor 
nation and New York developed as a money and 
investment market in a way which was extraor- 
dinary and is now recognized as perilous. How- 
ever, the result of both was a new importance for 
“net export of capital,” a magnitude of high but 
erratic “adjustability.” Added to this was the 
debt settlements which contributed a magnitude 
completely lacking in “adjustability.” Thus the 
gold movements were still further complicated 
for Professor Rogers clearly develops the growth 
of items lacking “adjustability” and the resulting 
difficulties for the gold standard. 

Among the complications was the fact that 
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France stabilized the franc at a rate which meant, 
five years later, that the Bank of France had con- 
trol of three-elevenths of the world’s monetary 
gold stock. Here Professor Rogers makes an im- 
portant point, though it is not given the fullness 
of treatment which it deserves. But the treatment 
of the tariff as a complication receives fuller treat- 
ment, as it should, in view of the fact that it had 
marked tendency to reduce “adjustability” in that 
it made settlements in goods more difficult. Natural- 
ly the burden imposed upon gold was increased, 
but the traditional gold standard was not per- 
mitted to function; inflow was not allowed to 
raise the price level and thus set the correcting 
forces at work. Management prevented the price 
level from rising here, though it did not prevent 
it from falling abroad, a fact the consequences 
of which cannot be other than serious. In short, 
the real gold standard was set aside in favor of 
a managed gold standard. Clearly Professor Rogers 
does not appear to think very highly of the man- 
agement. Indeed, he makes out a rather strong 
case against both managers and management, for 
they are chiefly responsible for the present pre- 
dicament. We suddenly became a creditor nation 
and our conduct from that time strongly supports 
the contention that we were quite unprepared to 
assume the responsibilities; hence we had misman- 
agement rather than management. We under- 
mined the currency stability of Europe and 
menaced our own economic stability through the 
development of a bull market of devastating pro- 
portions. We wove a web about ourselves, what 
with our ideas of a managed standard and a price 
system rigid in many parts, such that relief from 
one problem only created another. Eventually there 
must come a break and it came in 1931, for we 
now know that Germany, in order to pay repara- 
tions, had undermined the credit structure of the 
world, The magnitudes lacked the necessary “ad- 
justability.” What could be more conclusive! Then 
came the movement for cancellation of war debts 
led by international bankers and what could be 
more logical than the sacrifice of public finances 
to private finances in view of the philosophy upon 
which they have been fed—the protective tariff? 

When it comes to factors which will tend to 
protect the dollar from the results of our own Jack 
of vision and experience, Professor Rogers is pessi- 
mistic, for his remarks indicate a well-founded fear 
that we will be forced off the gold standard. This 
alone is a considerable consequence to which mis- 
management of the gold standard has brought 
us, but there is, in addition, the fact that our 
price system has broken down; it has ceased to be 
a competitive system and its flexibility has de- 
parted. Thus the establishment of a new equi- 
librium from which to base recovery is delayed 
and depression dragged out to an even wearier 
length. Here it should be said that Professor 
Rogers gives no attention to our efforts to stem 
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the tide of deflation, thus preventing a truly eco- 
nomic equilibrium from working itself out, but 
the idea is at least in the context of his discussion. 

In the final chapter, “Weighed in the Balances,” 
Professor Rogers weighs the factors which have 
been and are now at work and which must be 
understood before we can hope to solve our prob- 
lems. The tariff, war debts, price systems, the 
operations of the Federal Reserve system and 
finally the gold standard. These are forces and 
institutions to which our economic order is 
anchored and one is left with the impression that 
they form a very insecure anchorage, so much so, 
indeed, that our economic future is insecure and 
much remains to be done about them before we 
can hope for security. Professor Rogers has done 
a useful thing in presenting his views in the inter- 
esting and effective way in which they appear in 
this book, but it is a matter of regret that the 
treatment is not fuller and that it does not go 
further. He might have added a chapter or so 
for the purpose of bringing out more fully the 
fact that we are experimenting with the dangerous 
business of interferring with economic laws and 
in consequence contributing materially to the 
forces of which he writes in a way such that we 
are likely to drive ourselves off the gold standard. 
Apparently he feels that it is best to drift to this 
event since the working of the magnitudes and 
the lack of adjustability will most certainly even- 
tually bring about a deflation which cannot be 
checked except temporarily by artificial stimula- 
tion through injected credit. 

E. A. Kincaw 


The Reorganization of the Financial Administra- 
tion of the Dominican Republic. Taylor G. Addi- 
son. (Washington, D.C.: The Brookings Institu- 
tion, 1931. Pp. x-105. $.50.) 

This is another of many notable contributions 
of the Institute of Government Research of the 
Brookings Institution to the literature of the 
science of government. It is a description of the 
results of the proposals coming out of a survey 
headed by General Charles G. Dawes in 1929, which 
proposals have been put into effect by the Domini- 
can government. Mr. Addison assisted in the survey 
and in the installation of the system adopted. 

The pamphlet contains a clear description of the 
fiscal organization and procedure set up. The sound 
principles upon which all actions were based are 
evident. A carefully designed budget procedure 
provides the medium of fiscal control. A thorough- 
ly scientific classification of accounts is carefully 
linked to the budget. The plan of accounting for 
appropriations, including provision for recording 
of allotments and encumbrances, is excellent. The 
general plan of accounting, providing for segrega- 
tion of accounts into fund groups, accounting for 
both proprietary and budgetary accounts and in 
the same general ledger fund group, clear differ- 
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entiation of current and capital surplus of each 
fund, are items for special commendation. 

A complete series of carefully drawn financial 
statements, readily prepared from the accounts is 
presented. The form of balance sheet is satisfactory 
for the presentation of condition at the end of a 
fiscal period, but not entirely so for such purpose 
during the period, since budgetary accounts are 
omitted. A subsidiary budget statement is necessary 
to provide the added information, and to reconcile 
with the surplus figure of the balance sheet as 
drawn. The form of balance sheet setting forth 
in one statement the current financial position 
from a budgetary statement has demonstrated its 
practicability and usefulness and should be pre- 
scribed. Separate statements of income and ex- 
penditure are also prepared in addition to budget 
statements of the same facts. Unnecessary duplica- 
tion seems to result from this arrangement. 

In the balance sheet and chart of general ledger 
accounts, the absence of a reserve to cover working 
capital for stores is noted, although provision is 
made for a stores inventory. 

The Dominican Republic is to be congratulated 
on the able advice it has had concerning its fiscal 
matters, and upon having followed that advice 
so carefully. The United States Government and 
the governments of many states and municipalities 
could follow its example to the greatest advantage, 

Luioyp Morey 


The Fall of Prices. John A. Todd. (London: Ox- 

ford University Press, 1931. Pp. 68.) 

The fall of prices with which Mr, Todd is con- 
cerned in this interesting little book is that which 
began in October, 1929. To furnish a background 
for his study he first makes a brief survey of the 
course of prices during the past 150 years and then 
makes a more detailed study of recent price 
changes down to the end of 1930. (The book ap- 
parently was written during the early part of 
1931.) He calls attention to the fact that the price 
movements in various groups of commodities have 
been very irregular, some falling much more rapid- 
ly than others. From this he draws the tentative in- 
ference that the decline in prices has not been due 
to general monetary causes, which would affect all 
commodities alike, but to causes and conditions 
peculiar to the commodities themselves. 

He then specifically considers and refutes the 
idea that the price decline has been due to “too 
little money.” After considering the historical and 
statistical data, he concludes that “the fall of 
prices since October, 1929, has not been due to 
scarcity of money in any sense of the word.” 
(P. 31.) 

Mr. Todd’s position in regard to the contention 
that the United States and France, by cornering 
such a large part of the world’s gold supply, 
have caused credit restrictions in other countries, 
is an interesting one. He maintains that the in- 


order 1 
supplie: 

In vi 
standar 
strong 
aged cu 
are int 
stated | 
the fac 
develop 
don the 
from tk 
standar 
but en’ 
interna’ 

The 
analysi: 
less it. 
brief ri 


crease 
“has no 
of the 
other cc 
circulat 
actually 
time t 
United 
are pic 
of gold 
of the 
crease 
has dey 
it is sor 
in gold 
1980 ha 
and in 
period 
per cen 
| 66.) 
Afte 
the fall 
“an alt 
and rat 
cline 
supply 
hand, a 
power, 
attribut 
the Un 
In a 
author 
mediate 
the pr 
future. 
shortag 
less me 
tion an 
number 
suggest 
is a n 


Book Reviews 


crease of gold in the United States and France 
“has not been to any large extent at the expense” 
of the rest of the world. (P. 34.) England and 
other countries by withdrawing gold from general 
circulation and by other economies have been able 
actually to increase their gold reserves at the same 
time they were exporting large amounts to the 
United States and France. These latter countries 
are pictured as the more or less helpless victims 
of gold “dumping” by the other countries. In view 
of the very prevalent opinion that the great in- 
crease in gold in the United States and France 
has deprived other countries of their proper share, 
it is somewhat startling to note that the increase 
in gold reserves from 1918 to the latter part of 
1930 has been in the United States 327 per cent, 
and in France, 300 per cent. During the same 
period the increase in Great Britain was 415 
per cent, while in Japan it was 687 per cent. (P. 
66.) 

After discarding the monetary explanation of 
the fall in prices, Mr. Todd advances what he terms 
“an alternative theory.” In this theory he briefly 
and rather tentatively suggests that the price de- 
cline has been due to an actual increase in the 
supply of certain basic commodities, on the one 
hand, and to a decrease in demand, or consuming 
power, on the other. The decrease in demand he 
attributes largely to the stock market crash in 
the United States and the resulting depression. 

In a chapter devoted to “Possible Cures” the 
author turns his attention away from the im- 
mediate situation and is chiefly concerned with 
the problem of a possible gold shortage in the 
future. Although he maintains there has been no 
shortage, he fears there may be in the future, un- 
less measures are taken to increase gold produc- 
tion and to economize in its use. He suggests a 
number of ways to accomplish these ends. His only 
suggestion for a “cure” for the present problems 
is a more rapid reduction of retail prices, in 
order to stimulate demand and use up surplus 
supplies. 

In view of England’s departure from the gold 
standard since the book was written, and of the 
strong movement to adopt some form of a man- 
aged currency, the author’s concluding statements 
are interesting: “Finally, it should be explicitly 
stated that there is absolutely no justification in 
the facts of the situation so far as it has yet 
developed for the proposal that we should aban- 
don the gold standard. .. . To cut ourselves adrift 
from the rest of the world which now uses a gold 
standard would not only be suicidal to ourselves 
but entirely against the whole modern ideal of 
international codperation.” (Pp. 58-59.) 

The book is not profound in its theoretical 
analysis nor exhaustive in its statistics. Neverthe- 
less it is interesting, suggestive, and well worth a 
brief reading. 
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Problems in Cost Accounting. Howard C. Greer 
and Russell S. Willcox. (New York: McGraw- 
Hill Book Co., Inc., 1981. Pp. 370. $3.50.) 


This book is a distinctive and useful contribu- 
tion to cost literature, and to the materials avail- 
able to the teacher of cost accounting. The preface 
avows that the 200 problems are designed to help 
students to an understanding of the fundamental 
procedures in costs, and to obtain a grasp of the 
basic methods. The authors go on to state that 
they are here concerned mainly with the prepara- 
tion and presentation of cost data, and that they 
hope the theories of the subject, and the interpreta- 
tion of the data in terms of business policy, will 
be brought out by the teachers’ comments and by 
outside reading. The student, however, is not left 
wholly without guidance, as each chapter and each 
section is prefaced by a page or so of general 
statement concerning the coming subject matter. 
These statements are pithy and pertinent, but these 
very virtues are sometimes a hindrance to their 
being understood by students unfamilar with the 
subject. We should suppose that a good teacher 
would resort to the common devices of requiring 
students to go back, after working the problems 
in a chapter, and to read these short prefaces 
carefully once more, to establish the objectives 
of the problem more definitely in their minds. 

Whether or not any individual teacher will be 
able wholly to supply the functions and purposes 
of a companion textbook will, as always, depend 
upon the breadth of his practical experience. In 
many cases no doubt he will be able to do so; but 
if not, a considerable number of references to col- 
lateral reading are interspersed throughout the 
book. As a matter of fact the authors have in 
many cases not contented themselves with merely 
the bare bones on the problem in an accounting 
sense; they have, where dealing with particular 
industries, given brief but succinct descriptions 
of the processes, and these in themselves should 
provide teacher and student with a basis for dis- 
cussion as to the appropriateness of the methods 
provided. 

The book is laid out on the broad lines of job 
costs, process costs, and standard costs; within 
each major section are subdivisions dealing with 
simple cases and with more complex examples. 

At the end is a very complete practice prob- 
lem, dealing with novelty wood toys on an order 
cost basis, and occupying forty-one pages of the 
problem book. This will afford a very comprehen- 
sive piece of work for those who have the avail- 
able time to go through it completely. 

The experience of the authors affords a consid- 
erable guarantee as to the reality and the practical 
nature of the problem material, In fact we are 
much reassured to have the authority of one of 
the authors for the formula of a well-known deli- 
cacy, as given in the Kolmar Sausage Kitchen, 
page 205, an example of process costs. 
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The business executive who uses costs—and a 
growing number do—must have a critical faculty, 
a discerning eye for the errors and absurdities 
which mechanical-minded clerks may perpetrate. 
These problems present an assemblage of the typi- 
cal vagaries which costs can exhibit; in spite of 
the modest preface they are not only procedural, 
but afford the opportunity for a critical and 
analytical study, and in this sense they achieve a 
genuine executive point of view. 

T. H. Sanvers 


Applied Accounting Principles. Emmett R. San- 
ford. (New York: Thomas Y. Crowell, 1931. 
Pp. xi-538. $4.50.) 

Applied Accounting Principles is intended pri- 
marily as a text for a one-year course in account- 
ing in those institutions operating on the quarter 
system. It includes no practice set. Instead, prob- 
lems illustrative of the principles explained ac- 
company each chapter. In some instances, to bring 
out the continuity of the material covered, the 
problems extend over two chapters. 

As is true of most texts, Applied Accounting 
Principles is subject to both favorable and un- 
favorable criticism. Among the attractive features 
of the book are: 

1. A good selection of problem material closely 
correlated with the principles covered accompanies 
each chapter. As several similar problems ac- 
company each chapter, the teacher is able to vary 
the length of the assignment to meet the needs 
of the individual class—or student. 

2. Leading questions conclude each chapter. 
Work on these questions should impress on the 
student the salient points covered. 

8. Several chapters dealing with elementary 
subjects too often omitted from beginning texts. 
Among such are the chapters on (1) Interest and 
Bank Discount (2) Trade and Cash Discounts 
(3) Business Papers and Vouchers and (4) 
Graphic Analysis. 

The more apparent defects of the text are: 

1. Faulty organization in some parts of the first 
portion of the book. Adjusting and closing en- 
tries are taken up simultaneously—a procedure 
which is sure to confuse the student. The chapters 
on (1) Preparation of Financial Statements and 
(2) Closing the Books precede that on the work- 
sheet. A more effective order for these chapters 
would be: (1) adjusting entries; (2) worksheet; 
(8) financial statements; and (4) closing entries. 
Such an organization would more clearly present 
the worksheet as a means for (a) adjusting the 
books to the accrual basis (b) preparing the 
financial statements and (c) preparing the closing 
entries. 

2. Some chapters present material too advanced 
for a first-year student. It appears to the writer 
that topics like (1) Averaging Accounts; Joint 
Ventures; Contractor Accounts; Installment Sales; 
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Corporation Dissolution; Installment Liquidation 
of Partnerships; and Surplus Adjustments are 
proper subjects for only intermediate courses. Yet 
each is given a complete chapter in this book. 
Though redundant in places with irrelevent ma- 
terial and illustrations, the text, on the whole, 
is easy reading. From the fact that it contains no 
practice set material but covers a wide range 
of accounting topics, it is evident that the book 
is better suited for a student desiring only a gen- 
eral ‘acquaintance with accounting than for one 
intent on a foundation in fundamental principles 
as a basis for advanced accounting studies. 
Waxpo 


Introduction to Accounting. Dallas S. Bolon 
and George W. Eckelberry. (New York: John 
Wiley & Sons, 1931. Pp. xviii-572. $4.) 

This volume presents the material used for 
the first year course in Accounting given at Ohio 
State University. In addition to some four-hundred 
pages of text there are included an ample number 
of problems for selection by the individual teacher. 
A practice set used in conjunction with the book 
was not examined in connection with this review 
but is understood to contain significant illustra- 
tive material in a codrdinated, continuous form. 

The first eighteen chapters develop the usual 
concepts of accounting methods along more or less 
conventional lines. The student is first shown what 
a balance sheet is and is then led through types 
of business transactions, the accounts, the journal 
and ledger, analysis of business transactions, spe- 
cial journals and ledgers, adjusting and closing 
entries, the ten column work sheet and the usual 
statements. Partnership problems then engage his 
interest for three chapters followed by two chap- 
ters on the corporation. The remainder of the 
book, Chapters XXIV to XXXII, take up the ac- 
counting for cash, commercial paper and merchan- 
dise, the voucher system, manufacturing statements 
and accounts, valuation, analysis of statements and 
the statement showing analysis of changes in finan- 
cial position. 

The book has a number of points to recom- 
mend it as an elementary textbook. The authors 
have succeeded in that highly important task of 
keeping before them the point of view of the be- 
ginner. In handling all save one or two topics they 
succeed in writing in such a manner that the stu- 
dent-reader should feel that he is being carefully 
and gradually introduced to the subject. For ex- 
ample, in developing the concept of the rule of 
debit and credit in Chapter V, pages 30 to 36, it 
might almost be said that he has arrived at a brief 
understanding of this rule without being really 
conscious that he is learning something entirely 
new. Pedagogical contributions are fully as sig- 
nificant as are contributions of subject matter in 
elementary works and this volume ‘has succeeded 
in presenting a soundly teachable treatment.’ 
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The authors have been careful to explain the 
reason for the topics, methods and ideas as they 
are developed. The reader is asked to take little 
on faith and most of the troublesome questions 
that always arise in the minds of students are an- 
ticipated and satisfactorily handled. The work 
bears the brand of the test of classroom use. 

Frequent use of the illustrative account with 
its accompanying journal entries is found. Nearly 
all of the first fourteen chapters are summarized 
by a continuing illustration of the application of 
the new ideas developed in the immediately pre- 
ceding chapter to a concrete case. This is par- 
ticularly helpful in summarizing the materials in 
chapters ten and eleven, where the use of special 
journals of the columnar type and special ledgers 
is explained, and again in chapter fourteen which 
is the last of a series of three chapters on adjust- 
ing and closing entries. 

In handling adjustments the authors are careful 
to point out the frequent use of the accounts for 
current statements of operating results as op- 
posed to their use solely for annual statements. 
This stresses a point not often given to students in 
elementary courses who, too frequently, leave the 
course with the impression that business gets no 
service from its accounting records between an- 
nual or semi-annual inventory dates. 

There is an excellent approach to the concept of 
profit and its relationship to the owner’s capital 
account and to the assets of the business, The stu- 
dent is first shown a method of charging all ex- 
penses directly to the owner’s capital account since 
all the expenses result in a temporary decrease of 
net worth which may or may not be offset by in- 
come. He is then shown why such a method is of 
little value and the correct method is explained. 
The troublesome matter of handling profit from 
merchandise sales is explained in a similarly effec- 
tive manner. 

In discussing the profit-and-loss statement, 
pages 218 to 224, an excellent treatment is given 
of the real meaning of expenses of various types. 
The analysis of distribution expenses into suf- 
ficient classes according to their significance is a 
refreshing approach and should give the student 
a better idea of the relationship of expenses to 
the costs that they actually represent. 

Chapter XVIII presents a table summarizing 
accounting procedure which should provide the stu- 
dent with a bird’s-eye view of the whole field that 
he has just explored in detail. 

In discussing the question of accounting for 
commercial paper, clear illustrations are given of 
the process of discounting a firm’s accounts re- 
ceivable. The subject of accounting for treasury 
stock is carefully handled through similar illus- 
trative entries accompanied by suitable explana- 
tions. 

In the chapter on Valuations, Chapter XXIX, 
an unusually clear discussion is given of the pit- 
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falls surrounding the application of the “cost or 
market, whichever is lower” rule to inventory valu- 
ations. Practically all elementary students are told 
that such a rule is used and may be told the reason 
for its use; few are ever shown the difference be- 
tween a correct and incorrect application of it. 

One of the inclusions, not usually found in 
books on elementary accounting, which does not 
seem quite logical is the material concerning part- 
nerships. Instead of sticking to the job of un- 
folding elementary principles, the authors here 
take a detour into some rather involved illustra- 
tions covering cases of admission of new partners, 
with the attendant problems of changes in balances 
of capital accounts and good-will, and partner- 
ship dissolutions from cases where the firm’s as- 
sets exceed the debts to those in which the debts 
exceed the assets and one of the partners is unable 
to meet his share of the resultant loss. Such mat- 
ters are problems of a special nature rather than 
elementary principles. The treatment given here 
cannot be complete without becoming involved with 
the result that the reader is left with a hazy no- 
tion of any final answer to some of the problems. 

Another inclusion of a similarly questionable 
nature is found in the final chapter which explains 
the “Analysis of Changes in Financial Condition,” 
more commonly known as the “Statement of Ap- 
plication of Funds.” It is the reviewer’s opinion 
that too much cannot be done to bring about a 
“use” consciousness in the minds of accounting 
students, too many of whom think that accounting 
is an end in itself. Such a statement or analysis 
is helpful in showing concretely one of the useful 
sets of facts that the records can be made to re- 
veal. Hence, although the inclusions of this ma- 
terial may be questioned by some teachers, it 
should be considered as a valuable addition if for 
no other reason than that stated above. 

Most works of an elementary nature in the 
field of accounting can be classed either as too 
theoretical or else as too baldly practical. Too great 
a search for reasons is inherent in the first class 
and a too meager search is common to the second. 
This volume treads the healthy middle ground of 
practical explanation of ideas and thus leads the 
students to something sound and yet to something 
usable no matter whether he ultimately finds 
himself in the field of professional or private ac- 
counting. Its logical and clearly illustrated develop- 
ment of concepts shows skillful pedagogical han- 
dling and its contributions in the way of subject 
matter are, for the most part, needed in any 
complete treatment of principles. 

W. Mason Smirx 


What the Figures Mean. Spencer B. Meredith. 
(Boston: Financial Publishing Company, 1981. 
Pp. 77. $1.50.) 

This book consists of a series of brief articles, 
thirty-five in all, designed to enable an individual 
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to understand financial statements. The articles 
were, “originally written and used as a training 
course for all salesmen of one of the large New 
York investment houses.” 

The greater part of the material is elementary 
but fundamental. It is brief but clear. It is un- 
necessary to have a knowledge of accounting to 
understand What the Figures Mean. 

The material presented may be summarized as 
follows: 

1. Explanation of the balance sheet, its con- 
tent and classification. 

2. Discussion of a few balance sheet and income 
account relationships, namely: (a) Current Ratio; 
(b) Percentage Inventory of total Current As- 
sets; (c) Percentage Receivables of total Current 
Assets; (d) Percentage Cash of total Current 
Assets; (e) Percentage Current Assets of total 
Assets; (f) Percentage Notes Payable of total 
Current Liabilities; (g) Equity or Book Value of 
Bonds and Stocks; (h) Earning on Bonds and 


Stocks; (i) Operating Ratio (“Operating Ex- 
penses, Maintenance and Local Taxes+Gross 
Revenue”). 


8. Presentation of ratios “based on a study of 
515 companies in thirty-two industries.” The finan- 
cial statements used are as at December 31, 1929. 

The author includes “Special Deposits” as one 
of the equivalents of cash (p. 33). The reviewer 
is of the opinion that the term is a general one and 
that a statement of what constitutes the equiva- 
lent of cash should be more definite. 

The author classes “Employees Stock Subscrip- 
tions” and “Due from Officers and Employees” as 
current assets. The circumstances surrounding the 
item of receivables vary with enterprises and from 
month to month with each enterprise. The reviewer 
is of the opinion that complete knowledge of the 
circumstances is essential to proper classification. 

One of the important steps in the author’s plan 
of analysis consists of a comparisoa of the ratios 
for the enterprise in question with the averages 
for the industry. The author makes no statement 
as to whether or not the ratios based upon a finan- 
cial statement as at December 31, 1931, may be 
satisfactorily compared with averages for the in- 
dustry based upon financial statements as at De- 
cember 31, 1929. In other words, how old may 
the averages for the industry be, before the com- 
parison with current statements becomes of little 
or no value? “What the Figures Mean” is prob- 
ably satisfactory for the puipose for which it was 
intended. 

D. S. Boron 


The Pound Sterling. A History of English Money. 
A. E. Feavearyear. (Oxford: The Clarendon 
Press, 1931. Pp. ix-367.) 

Feavearyear’s The Pound Sterling is a book of 
such excellent quality that a short review cannot 
do it justice. Its twelve chapters may be said to 
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fall into definite groups of which the first four 
relate to monetary history before the rise of credit. 
Then comes a series of chapters beginning with 
“The Growth of Credit,” followed by “The First 
Credit Inflation,” “The Gold Standard,” “The Bank 
Restriction Period,” parts one and two, “The De- 
velopment of Credit Control,” parts one and two, 
and, finally, “The War and The New System.” 

From this outline it is apparent that there are 
chapters of interest to the student of the history 
of money, others that will appeal to the student 
of banking history, and yet others that contain 
valuable material relating to credit and its man- 
agement. The treatise covers a period from the 
origin of the English penny in the reign of the 
King of Mercia, about 775, to the Currency and 
Bank Notes Act of 1928. It is pointed out that the 
pound was based upon silver from Saxon times 
to the eighteenth century and that it is an error 
to suppose “that the currency was ever based upon 
a double standard.” In 1257, Henry III minted a 
gold penny, the first coinage of gold. By 1882 
the currency question had become so acute that a 
formal inquiry was held with respect to it and 
thus we learn of the beginnings of inquiries of a 
sort which are still in vogue. After the opening 
of the silver mines of Potosi, in 1545, “all need or 
excuse for periodical reductions of the standard 
weight of coins vanished.” 

Then follows an interesting account of the de- 
basement of the coinage by various sovereigns for 
the purpose of adding to the royal revenues. The 
evils practiced by these rulers brought on reform 
under Elizabeth, but it was in the period following 
the Restoration that the first steps “toward a 
purely automatic monetary standard” were taken. 
There comes a discussion of the first goldsmith- 
bankers, the first notes, the use of tallies, and 
Exchequer orders. The circumstances attending 
the founding of the Bank of England, the first is- 
sue of bank notes and the first credit inflation are 
then discussed. In this connection the author brings 
in the contributions to the philosophy of money 
by Locke and Loundes. The former enunciated the 
gospel for “sound-money” men and Loundes was 
given by Macaulay, very unjustly, the credit of 
being the father of unsound monetary doctrines. 
At any rate Peel, “in 1819 and 1844, stood firmly 
by the doctrine . . . obtained from Locke.” 

“England did not establish the gold standard 
by any conscious and deliberate act” but by the 
middle of the eighteenth century gold had defi- 
nitely supplanted silver as the standard. There fol- 
lowed the rise of the bill of exchange, the develop- 
ment of the country bank, Bank of England notes 
as reserves for other banks, and the keeping of 
reserves in the Bank of England. The crisis of 
1788 marked “the first occasion upon which the 
Bank definitely attempted to exercise control of 
the money market.” From that point on the author 
discusses bank policy in connection with each suc- 
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ceeding crisis and particularly in connection with 
that of 1793 and the resulting suspension of the 
Bank Act in February, 1797. The ensuing Bank 
Restriction period extended from that date until 
May, 1823, and during this period England gained 
much knowledge of the principles of money which 
was and is invaluable to the world. It was a time 
of inflation, deflation, debates, management of 
paper money without understanding of first prin- 
ciples, more debates, the famous Bullion Commit- 
tee report, more debates, resumption, abandon- 
ment, the report of the Committee of 1819 and 
fnally resumption. But the true principles of 
money and credit were not clearly grasped during 
this hectic period and England had much suffer- 
ing to endure and additional debates and reports 
must evolve before firm ground was attained. 

The author’s discussion of the currency theory 
and the banking theory constitutes one of the best 
portions of his treatise. Out of the controversy 
respecting them there emerged Peel’s act of 1844, 
though it “did not follow strictly the Currency 
Principle.” Peel thought he had worked out a plan 
for the curing of crises, just as some of our own 
people thought the Federal Reserve system a 
preventive. Palmer warned Peel of this illusion and 
the Act was suspended three times in the first 
twenty-eight years following its enactment. The in- 
teresting circumstances attending each suspension 
are as interestingly told. It was in the period fol- 
lowing the suspension of 1866 that the Bank of 
England “shouldered its responsibilities without 
making a public parade of the fact” and emerged 
a central bank. Finally true principles were un- 
derstood and the control of credit became some- 
thing more than a series of experiments. Bank 
rate became a recognized instrument to be used 
in connection with the state of the foreign ex- 
changes and the international price level. Principles 
long ago clearly grasped by Ricardo and Palmer 
at last were accepted and England had muddled 
through. The entire treatise is a striking account 
of the price paid by a people and a nation for 
economic insight painfully attained over many 
centuries. America need not be discouraged, if we 
still have far to go, much to learn, and much to 
pay, provided we also manage to muddle through 
to sound principles. Feaveryear makes it clear 
that there is a quality in the English people which 
has made it possible for them to emerge on new 
and firmer ground after each crisis whether eco- 
nomic or political. It is to be hoped that this qual- 
ity is among our inheritances from England. 

There is a gratifying continuity of basic truth 
throughout this treatise. Thus we read that the 
Gold Standard Act of 1925 contained “the main 
features of the plan which Ricardo had advocated 
over a century before.” What a tribute to this dis- 
tinguished economist! But that act aggravated the 
depression that followed the collapse of the boom 
in 1920, for the old standard was resumed with- 
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out alteration of the metallic content, the demand 
for gold increased and also its value, the “in- 
evitable penalty of our adherence to the doctrines 
of Locke.” 

In conclusion it should be said that Mr. Feaver- 
year, in writing this book, has performed a dis- 
tinct service to all those who love scholarly work, 
particularly in the field of monetary economics. 

E. A. 


Problems in Business Statistics. Theodore H. 
Brown. (New York: McGraw-Hill Book Com- 
pany, 1981. Pp. xv-497. $5.) 


Laboratory Handbook of Statistical Methods. T. 
H. Brown, R. F. Bingham, and V. A. Tem- 
nomeroff. (New York: McGraw-Hill Book 
Company, 1981. Pp. vii-244. $2.) 

As is stated in the preface of Problems in Busi- 
ness Statistics, these two textbooks were developed 
in conjunction with the elementary five-hour 
course in Business Statistics given at the Harvard 
Business School. Since three of the five hours of 
the course are devoted to the “Why” of statistics, 
the greater emphasis is placed on the book of 
problems which consists of a group of case studies 
illustrative of the need of statistical analysis in 
every conceivable variety of business problem. In 
each case considered, the emphasis is placed upon 
the following questions: (1) What is the exact 
nature of the problem in the case? (2) Will sta- 
tistical analysis facilitate its solution? (8) What 
will be the nature of the statistical method used 
in this case? And (4) what are its limitations? 

Obviously the book on problems in itself is 
incomplete. It may demonstrate to the reader that 
statistics is something more than an intellectual 
cross-word puzzle. It may stimulate him to exer- 
cise his ingenuity in applying the statistical method 
to all the infinite variety of problems arising in 
the course of practical business administration. 
But unless he is rather well versed in the actual 
mechanics of the method itself he can profit very 
little from the knowledge gained in reading the 
book on problems. 

The Laboratory Handbook is designed to give 
the discipline in the graphic and mathematical 
methods of statistics necessary to a fuller under- 
standing of the other text. In many respects it 
falls short of fulfilling the implied promise. 
Graphic methods are stressed considerably, al- 
most one-half of the space exclusive of tables be- 
ing devoted to the exposition of graphic solutions. 
The mathematical methods are rather superficially 
explained and, unless supplemented with a qualified 
instructor, would not advance the uninitiated very 
far in his knowledge of statistical technique. The 
Laboratory Handbook is of interest primarily to 
the pedagogue but the book of problems is not. 
Any business executive who is either curious or 
sceptical of the practicality of statistics would gain 
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considerable enlightenment in reading some of the 
cases Professor Brown has chosen for his book. 
R. C, FiercHer 


Branch, Group and Chain Banking. Gaines Thomp- 
son Cartinhour. (New York: The Macmillan 
Company, 1931, Pp. xix-351. $4.50.) 


Rural Banking Reform. Charles Wallace Collins. 
(New York: The Macmillan Company, 1931. Pp. 
vii-187. $2.00.) 

During the ten-year period, 1921-1930, a total 
of 6987 banks were closed in this country, involv- 
ing deposits not less than $2,586,388,000. One 
might assume that this cruel process of purifica- 
tion left us with a banking structure of progres- 
sively increasing strength. The year 1931, how- 
ever, saw 2298 more failures, tying up $1,691,510 
of deposits or more than half again of the startling 
amount that the whole previous decade had paid 
for the realization that our banking industry is 
probably our most archaic one. The enactment of 
the Reconstruction Finance Corporation and of 
the Glass-Steagall Bill has at present (March, 
1931) improved the situation through outside help, 
but only after another 457 banks failed during the 
first two months of 1932. This is truly an appall- 
ing record compared with the brilliant showing of 
the British and the Canadian banking systems 
which have had no failure to report for the last 
decade. The record of American bank failures dur- 
ing the last eleven years makes it fairly obvious 
that the banking system itself and not “uncon- 
trollable economic forces” are to be blamed. The 
books of Messrs, Cartinhour and Collins are in- 
dications of the growing interest in reform, but 
they hardly represent more than first attempts of 
criticism. 

Mr. Cartinhour discusses in the second chap- 
ter of his book, bank suspensions. After report- 
ing that in the first sixteen weeks of 1931 enough 
banks failed to make 1931 at this rate a record 
year, he concludes without motivation:. “However, 
this seems unlikely.” (P. 19.) This pardonable er- 
ror in foresight is unfortunately rather typical 
of the author’s general optimistic attitude. The 
chapter on the “Transamerica Corporation” reads 
like a salesman’s prospectus: “During 1930 the 
new shares had a high of 253/4 and a low of 
10 8/8. On the basis of $1 per annum regular divi- 
dends in cash and an average market price of 
about $15 during March, 1931, the income return 
on the shares is about 6.6 per cent.” (P. 153.) In a 
scientific treatise on banking problems the yield 
of a stock as of any particular time is certainly 
out of place. It may seem trivial to criticize such 
minor faults of the book, but they are characteris- 
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tic for the lack of that scepticism that marks the 
mature scholar. Mr. Cartinhour has given us a 
splendid collection of material on branch, group, 
and chain banking, but his desire of being up to 
date and of providing details has interferred with 
deliberation and analysis. 

This admiration for the mushroom growth of 
the Giannini interests and their “restless and am- 
bitious spirits” leaves no word of warning against 
the dangers inherent in the conglomeration of such 
heterogeneous elements as banks, investments deal- 
ers, investment trusts, commercial and industrial 
codperations under one control. The fact that bank- 
holding companies can evade the double liability 
protection of depositors of their controlled banks 
as well as their effective supervision by the Fed- 
eral and State authorities is brought up later in 
the book (p. 215), but not mentioned in the chap- 
ter on “Transamerica Corporation.” 

The compilation of banking chains (p. 66) and 
the quotations of Mr. Bremer’s claims of only 
being an investor without influence on the manage- 
ment of his seventy-one banks is probably inter- 
esting enough to the general reader, but rather 
unsatisfactory to the student of banking. How do 
these seventy-one banks handle their investment 
portfolios? What are their relations to the man in 
control and to each other? Individuals, of course, 
decide on chain banking policies and Mr. Otto 
Bremer’s and Mr. Rogers Caldwell’s policies cer- 
tainly have nothing in common. But why is it, that 
Mr. Bremer’s successful chain is considered in 
some detail while Mr. Caldwell’s failure is not even 
mentioned? 

The chapter on “Accounting Aspects of the 
Bank Holding Corporation” is meritorious for its 
seven examples of holding company financial state- 
ments. But here again mere presentation prevails 
over critical analysis. 

The reviewer begins at this time to wonder 
whether justice does not demand to point to the 
merits of the book as well as to its shortcomings. 
Mr. Cartinhour is at first to be congratulated for 
his courage to do this pioneer work in such a con- 
troversial field. The wealth of factual material 
presented and the numerous sources quoted make 
the book indispensable to anyone in this field. 

Mr. Collins former position as Deputy Comp- 
troller of the Currency vest his arguments with 
a degree of authority. The presentation is smooth; 
the discussion of controversial problems appears 
mature and well balanced, but at times somewhat 
colorless. This book and Mr. Cartinhour’s are sup- 
plementary rather than competitive. The latter 
has more merits as well as more faults and is 
therefore more stimulating. 


Rozserr WremenHAMMER 
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BOOKS RECEIVED 


Analyzing our Industries. Cecil Eaton Fraser and 
Georges F. Doriot. (New York: McGraw-Hill 
Book Co., Inc., 19382. Pp. v-458. $5.00.) 

An examination of a number of industries, with 
an analysis of their trends and future possibili- 
ties. The industries selected include profitable and 
uprofitable enterprises. 


Advanced Accounting. Frank Hatch Streighthoff. 
(New York: Harper & Brothers. 1982. Pp. vii- 
656. $4.00.) 

A text for second-year accounting courses with 
references, questions, and problem material. 


Leaders and Periods of American Finance. Theo- 
dore J. Grayson. (New York: John Wiley & 
Sons, Inc., 1982. Pp. xi-566. $4.00.) 

A tracing of the course of events which constitute 
the financial story of America through a study of 
the lives of the great leaders. 


Duties of the Senior Accountant. F. W. Thornton. 
(New York: American Institute Publishing Co., 
Inc., 1982. Pp. v-91. $1.25.) 

According to the editor of the series, this book 
“ig intended to smooth the way of accountants 
properly trained in the art of drawing from figures 
all that they can tell, who for the first time are 
called upon to take charge of work, much of the 
detail of which is to be done by subordinates.” 


Business Statistics. Joseph Lyons Snider. (New 
York: McGraw-Hill Book Co., Inc., 1982. Pp. 
y-498. $5.00.) 


External factors affecting individual business 
enterprises, according to the author, are: (1) con- 
ditions of commodity markets, particularly price 
changes therein; (2) developments within the in- 
dustry; and (8) general business developments. 
The current available statistics relating to these 
factors and to general business forecasting are 
discussed at length. 


Business Mortality of Illinois Retail Stores from 
1925 to 1930. Paul D. Converse. Urbana: Uni- 
versity of Illinois, 1982. Pp. vii-39.) 

A survey of a limited group of facts as te re- 
tail mortality and the causes thereof. 


Expenses and Profits in the Chain Grocery Busi- 
ness in 1929. Malcolm P. McNair. Boston: Bu- 
reau of Business Research, Harvard Univer- 
sity, Soldiers’ Field, 1931. Pp. iii-63. $2.50.) 


Operating Results of Shoe Chains in 1929. Carl N. 
Schmalz. (Boston: Bureau of Business Research, 
Harvard University, Soldiers’ Field, 1981. Pp. 
iii-89. $2.50.) 


Operating Results of Drug Chains in 1929. Carl N. 
Schmalz. (Boston: Bureau of Business Research, 
Harvard University, Soldiers’ Field, 1932. Pp. 
iii-50. $2.50.) 


Operating Results of Department and Specialty 
Stores in 1981. Carl N. Schmalz. (Boston: Bu- 
reau of Business Research, Soldiers’ Field, 1932. 
Pp. iii-26. $3.00.) 
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UNIVERSITY NOTES 


University or ALABAMA 


Mr. Lee Glover, instructor in accounting, 
is on leave of absence for next year. He is to 
do graduate work at Columbia. 

Mr. Carl Jamison, C.P.A., has been ap- 
pointed lecturer in accounting to give a course 
in accounting for retail concerns during the 
first semester. 

Mr. Langston Hawley has been appointed 
assistant in accounting. Mr. Hawley has com- 
pleted a study of methods of accounting for 
county government in Alabama, a joint proj- 
ect with the Alabama Society of C.P.A.s. 

Mr. James Going has been promoted from 
assistant to instructor. Professor Chester H. 
Knight has been awarded a C.P.A. by the Ala- 
bama Board of Accountancy. 


University or Catirornia at Los ANGELES 

Mr. Otis E. Mulliken, instructor in account- 
ing, is leaving to complete work for his Ph.D. 
at Harvard. 

Professor Howard S. Noble completed his 
tenth year as head of the economics depart- 
ment. During that time the number of ac- 
counting instructors has increased from two 
to nine; the number of students enrolled from 
one hundred to six hundred. The number of 
accounting courses has been increased from 
two to four; the number of units offered from 
twelve to twenty. 

A full year’s course in accounting was of- 
fered during the 1982 Summer Session to thir- 
ty students. No other course was permitted 
these students, who met four hours each morn- 
ing, two hours for lecture and discussion, two 
hours for laboratory. The experiment was en- 
thusiastically approved by the students. 


Georaia or TecHNoLocy 

J. S. Von Trebra, instructor, has left the 
school to do graduat’ work. 

The total student registration in accounting 
courses during the year was 787. 

A new permanent secretary has been ap- 
pointed to act for al) examining boards in the 
state. 

University oF ILLINo1s 


C. F. Dunhan, F. H. Allen, D. L. Dieterle 
and C. C. Delong are leaving the department. 
Robert P. Hackett, Wilbert E. Karren- 
brock, and Daniel Borth, Jr., all instructors 
in accounting, passed their final examina- 


tions for the Ph.D. in economics in Ma 
Cecil C. Carpenter and David M. Beigh 
former instructors on the staff, also ps 
their final examinations for the Ph.D. in ecg 
nomics in May. Mr. Carpenter has been on 
year’s leave of absence from Marshall Colleg 


University or OKLAHOMA 
Professor W. K. Newton has been engag 
in municipal accounting work during the sum 
mer. q 
A new accounting law was passed last ye 
which permits graduates of Oklahoma Unk 

versity, who have majored in accounting, 
take the C.P.A. examination without previa 
experience. Professor Newton was a membej 
of the committee which helped frame the bill 


UNIvERsITy or OREGON 


The School of Commerce of the Oreg 
State College has been consolidated with 
School of Business Administration of the Un 
versity at Eugene under the deanship of Dr, 
H. V. Hoyt. Transfers of staff from Corvall 
to Eugene include Associate Professor 
Ball in accounting. 

Associate Professor O. K. Burrell has just 
completed a study which has been published 
a Bureau of Business Research Bulletin om 
“The Behavior of Bond Prices in Major Bu 
ness Cycles.” 

Assistant Professor A. B. Stillman attended 
summer session at the University of Washing# 
ton. 

Ray Breshears, instructor in accounting, 
passed the Oregon C.P.A. examination in M 
of this year. In June, the University of Ore 
gon chapter of Beta Alpha Psi, the Oregeo 
State College chapter of Beta Alpha Psi, and 
the Oregon State Society of C.P.A.s held @ 
joint dinner meeting followed by an interest# 
ing program. 

Syracuse UNIiversity 

George E. Bennett, head of the department 
of accounting, has been appointed chairman of 
the New York State Board of C.P.A. Exami- 
ners. 

Emil Solnica, senior and president of the 
local chapter of Beta Gamma Sigma, won the! 
local essay contest of the Beta Alpha Psi Fra- 
ternity by a paper on “Significance of Capital 
Surplus.” 
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